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Clinton angers 
Taiwanese with 
remarks on 
island’s status 

President Clinton yesterday made 
it dear Washington does not sup- 
port UN membership for Taiwan, 
considered by China to be part of 
its territory. His remarks, during his 
nine-day tour of China, were 
sharply criticised in Taiwan. 

Page 20 

Kosovo fighting intensifies 

Frghling intensified in Serbia's 
southern province of Kosovo as 
government forces tried to dis- 
lodge ethnic Albanian separatists 
from villages around a strategic 
coal mine. Page 2 

Nazi sold suit filed on Swiss bank 

US lawyers filed a lawsuit against 
the Swiss National Bank, Switzer- 
land's central bank, alleging it han- 
dled gold and other assets stolen 
by the Nazis during the war. 

Page B 

Retailers gear up for euro 

Hotels, petrol stations and shops 
across the European Union win 
display prices and accept pay- 
ments in euros as well as notional 
currencies from January. Page 2 

Portugal rethinks referendum 
Portugal may decide to postpone 
referendums on European integra- 
tion and devolution after more than 
two-thirds of potential voters chose 
nor to rake part in a vote on abor- 
tion. Page 2 

Hungarians attack Slovak ban 

Thousands of ethnic Hungarian 
pupils in Slovakia handed back 
their end of year reports to protest 
against government moves to 
restrict the use of their mother 
tongue at school. 

UN set to censure Israel 

The UN Security Council was 
expected to criticise sharply 
Israel's plans to extend the bound- 
aries of Jerusalem. Page 7 

Moscow talks on Caspian Sea 
Kazakhstan’s President Nursultan 
Nazarbayev will travel to Moscow 
next week for talks that may result 
in a deal to carve up the energy- 
rich Caspian Sea. 

ftance ponders same-sex marriage 

The French National Assembly b to 
debate leg islation backed by the 
government to legalise homosexual 
marriages. 

RomanEan flood to* rises 
The death toll In weeks of flooding 
In Romania has risen to 31 and 
damage to crops, homes and 
roads is nearly $1 50m. 

Egyptian security Warned for Luxor 

Egypt's security forces have been 
forced to accept blame for the 
slaughter of 58 foreign tourists and 
four Egyptians by Islamist militants 
at a popular tourist site In Luxor 
last November. Page 7 

Trimble to bead Ulster assembly 
David Trimble, leader of the Ulster 
Unions! party. Is expected to be 
elected first minister of Northern 
Ireland's regional government when 
the newly elected assembly meets 
for Ihe first time today. Page 12 

Berbers protest hi Algeria 

Several thousand ethnic Berbers 
marched against Algeria's Arabic- 
only law, amid claims that Moslem 
mlktants were responsible for the 
murder of a prominent Berber 
singer. 

Tehran mayor rejects afl charges 
Tehran's moderate mayor denied 
all wrongdoing at the latest session 
of his corruption trial, focus of a 
conflict between conservatives and 
moderates in Iran. Iran opens 
doors. Page 6 


BUS INESS NEWS 

Veba falls 8% after 
profits warning 
renews fears over 
silicon wafer arm 

Veba shares tumbled more than 8 
par cent to DM118.9 ($66) after 
Ulrich Hartmann, chairman of the 
DQssektorf-bosed industrial con- 
glomerate, admitted It would face 
difficulties reaching profit targets 
this year. His comments rekindled 
worries about Veda's MEMC sili- 
con wafers operations, which have 
been hit by the Asian economic 
crisis. Page 21; Lex, Page 20 

Rrada, the Italian fashion group 
which recently acquired 9.5 per 
cent of rival Gucci, is understood 
to be in discussions with a number 
of banks to raise at least $10Qm of 
junk bond finance. Page 28 

ffiftmi Hotels is to split Info 
separate hotel and casino compa- 
nies, with the casino side taking 
over the Mississippi gambling 
operations of Grand Casinos for 
about $650m. The split Is Intended 
to benefit Hilton’s shareholders by 
freeing the thriving hotel business 
from the lacklustre casino arm. 
Page 21; Lax, Paga 20 

Saga Petrofeun’s deputy chairman 
Leif Frode Onartieim is resigning 
over disagreements about plans to 
invest in oil and gas projects in 
Iran. Investing In tan; Page 6 

Pefcao SA, one of Poland's largest 
banks, saw shares rise 22 per cent 
from the Initial public offering price 
when they began trading in War- 
saw, valuing it at $2.1 bn. Page 24 

MCM, Dutch export credit insurer, 
is targeting expansion in the U$r_ 
Germany and Spain - drawing on 
the strength of Swiss Reinsurance, 
which has gained a majority 85.6 
per cant stake. Page 28 

Compaq Computer wfQ take a 
$4.7bn charge against its 1998 
results in connection with its acqui- 
sition of DEC, said chief executive 
Eckhard Pfeiffer. Page 28 

&fcS80lL the Swedish telecoms 
group, will next year launch a new 
“world phone" allowing subscribers ‘j 
to roam between Europe, North 
America end beyond. Page 28 

Waste Management, the largest 
waste disposal group in the US, Is 
offering to buy out minority share- 
holders In its UK-based interna- 
tional subsidiary at a near 40 per 
cent premium. Page 29 

Frantftie, Bermuda-baaed tanker 
operator, has abandoned talks 
aimed at ending Its long -naming 
ownership battle wtth ICS Shipping 
of Sweden. Page 26 

UBS, the bank formed last week by 
the merger of Swiss Bank Corpora- 
tion end Union Bank of Switzer- 
land, Is to hold talks with Sumi- 
tomo Trust about the UBS afltanca 
with the afling Long-Term Crecfit 
Bank of Japan. Page 21 

SCA, Swedish forest products 
group, Is buying the Svetogorsk 
tissue min near St Petersburg for 
SKr200m ($25mj from Swedish 
group Tatra LavaL Page 27 

Sunbeam. US household 
appliances maker, warned that It 
might restate Its recent earnings 
numbers, adding to the uncertainty 
that has hung over the company 
since Its firing of abrasive chairman 
Al Dunlap. Page 21 


Fed warns 
banks in US 

to tighten 
loan controls 

Report claims standards are slipping 
and risks rising in lending competition 


By Gerard Baker In washtaigtoa 


US banks were warned yesterday 
by the Federal Reserve to tighten 
controls on lending, following a 
study by the central bank that 
showed significant slippage In 
the standards applied to loans in 
the last two years. 

In an unusual move, the Fed 
gave notice to all domestic and 
foreign banks it supervises that it 
expected bank examiners to step 
up their scrutiny of financial 
institutions and encourage more 
prudent lending practices. 

The Fed said it bad identified 
“noteworthy and measurable" 
easing in bank lending terms, 
driven by competition for bor- 
rowers In the vibrant economic 
climate of the last two years. 

“This is a critical time for 
hanks to maintain their lending 

discipline, and indeed to continue 
to enhance their controls and 
practices where they can." the 
central b ank said in a report 
signed by Richard Spillenkothen. 
head of banking supervision. 

•Although the Fed's research 
showed no serious decline in the 
quality of loan books at the insti- 
tutions it pramtngri . the report 
said It had discovered a general- 
ised easing in- lending terms and 
standards and suggested banks 
could start to experience prob- 
lems if economic conditions 
turned sour. 

If carried too far. such easing 
■ean undermine a bank’s financial 
health, especially if the economy 
weakens, or the extraordinary 
recent performance of business 
profits and cash flow does not 
persist." it said. 

Senior Fed officials have been 
anxious for some time about the 
growing anecdotal evidence that 
banks, in their intense competi- 
tion far business, have been drop- 
ping their guard against impru- 
dent lending and takin g on much 
greater risk. 

Although the financial system 
Is in ter better shape than it was 


in the late 1980s when high-risk 
lending, especially to the prop- 
erty. sector, exploded in a period 
of rapid growth, officials are now 
sufficiently concerned to have 
issued a formal warning. 

While they acknowledge that 
the US property prices still show 
no obvious signs of widespread 
overheating, they are keen to 
demonstrate an awareness of the 
risks of complacency. 

Sensitivity to the risks has 
been heightened by the Asian 
financial crisis. US officials have 
made much of the superiority of 
their own financial supervision 
in the wake of the crisis and are 
especially eager to maintain the 
fundamental soundness of the US 
banking sector. 

The Fed's analysis uncovered 
three main sets of problems at 
US banks: a widespread lack of 
proper analysis by lenders of the 
likely future financial perfor- 
mance of their customers; insuffi- 
cient attention to the pricing of 
loans to take account of the 
greater degree of risk in some 
lending; and the rapid growth in 
unsecured loans in the last two 
years to property investment 
trusts. 

The report contained some 
stinging rebukes for practices it 
said were common. “After sev- 
eral years of favourable economic 
conditions, banks should guard 
against complacency and, in par- 
ticular... the temgtation--to~hasfe 
expectations oTa boranraFs 
future financial performance 
•almost exclusively’ on that bor- 
rower's recent performance." the 
Fed said. 

The report was issued as the 
Fed’s open market committee 
began a two-day meeting on 
interest rate policy. In spite of 
concerns among some members 
that inflationary pressures are 
mounting, the Fed is expected to 
leave rates unchanged. 

Analysis, Page 8 
World stocks, Page 44 



US warns Baghdad 
after missile site 
targets Allied jets 


By Mark Suzman to Washington 
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The US yesterday warned Iraq 
not to jeopardize allied forces 
patrolling the country's no-fly 
zone after an Iraqi missile site 
targeted a group of Allied jets 
with its radar and a US warplane 
fired a missile at the installation 
in response. 

The incident further raises ten- 
sion in the Gulf, following an 
accusation last week by United 
Nations weapons inspectors that 
Iraq had used nerve gas in war- 
heads before the 1991 Gulf War 
and was still concealing evidence 
of weapons erf mass destruction. 

Allied forces came close to 
launching military strikes 
against Iraq earlier this year over 
UN inspections of suspected 
weapons sites in Iraq. 

Oil prices rose briefly on news 
of yesterday’s incident and the 
US dollar strengthened before 
settling back to previous levels. 

Iraq denied having targeted the 
aircraft with its radar, and said 
the firing of the misefle was an 
unjustified, aggressive act". It 
clfltmuri the rajirefle had missed 
the target. 

William Cohen, US defence sec- 
retary, said the missile was 
intended as a warning. “If our 
aircraft or those of our allies are 
threatened. It will be met with a 
very big response,” he said. 


The Pentagon said the incident 
took place after a routine patrol 
by British Tornado Jets over 
southern Iraq received cockpit 
indications that it was being tar- 
geted by radar from a missile site 
near -the city of Basra. 

In response, a US K-16 jet 
accompanying the Tornadoes 
fired at the site. All the aircraft 
then returned to base without 
farther problems. 

The Pentagon said the incident 
bed not disrupted overall 
operations in the region. The 
British ministry of defence con- 
firmed that a missile had been 
fired and that all jets had 
returned safely. 

The White House said Presi- 
dent Bill Clinton, who is visiting 
China, had been informed about 
the incident. 

The no-fiy zone, in place since 
1992, extends to the 33rd parallel 
and was originally intended to 
ensure that Iraq could not carry 
out air attacks against rebels in 
the area. A similar zone is in 
place in the northern part of Iraq 
to protect the country's Kurdish 
minority. The Turkish parlia- 
ment yesterday agreed to allow 
the US-led airforce that patrols 
northern Iraq to continue using a 
base In southern Turkey for 
another six months. 

Comraoiflitos, Page 30 
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Domestic reform key to 
Emu success, says Blair 


By Wolfgang MBncftau Hi Frankfurt 

European political leaders aud 
central bankers yesterday called 
for more Flexibility in labour and 
capital markets as a critical con- 
dition for making economic and 
monetary union work. 

The call came at the ceremo- 
nial launch of the European Cen- 
tral Bank in Frankfurt, attended 
by seven out of 15 European 
Union prime ministers and most 
of its finance ministers and top 
central bankers. 

Tooy Blair, the LUC prune min- 
ister, which today hands the six- 
month EU presidency to Austria, 
warned that, if European govern- 
ments did not embark on domes- 
tic reform programmes, they 
would put at risk the cohesion of 
the single currency zone. “The 
successful completion of Emu 
will depend on effective adjust- 
ment mechanisms In individual 
countries," be said. 

Chancellor Helmut Kohl of Ger- 
many, whose personal commit- 
ment to the single currency has 
helped drive the process, said 
Emu was the catalyst for greater 


political union in Europe. But he 
also warned it could not solve 
Europe's economic problems. 

The single currency, the euro, 
will be launched on January l 
1999 for 11 countries, although 
coins and notes will not start cir- 
culating until 20KL 

The launch party at Frank- 
furt's Alte Oper bouse included 
performances from a Dutch male- 
voice choir and an Irish dance 
group. The ceremony was sup- 
posed to have taken place in 
Brussels on May J when EU 
heads of government launched 
Emu, but that gathering ended 
with an embarrassing quarrel 
over the presidency of the ECB. 

Noteworthy absences yesterday 
included President Jacques Chi- 
rac of France, who is in southern 
Africa, and Lionel Jospin, French 
prime miaister, seen by some as 
a sign that France still has diffi- 
culty in coming to terms with the 
ECB and especially with Wim 
Duisenberg, its president 

Mr Duisenberg promised that 
the bank would preside over a 
stable currency but warned it 
could not be held responsible for 


economic problems generated on 
the national level. He said: “Mon- 
etary policy is neither the cause 
of. nor the solution to. the still 
unacceptably high level of unem- 
ployment in Europe. Solving that 
problem mainly requires struc- 
tural policies to make markets 
operate more flexibly. ” 

Theo Waigel, the German 
finance minister, called on the 
Bundesbank, as the largest share-* 
bolder in the ECB. to exert an 
"appropriately strong" influence 
on its monetary policy. 

Under the rules or Emu. the 
national central banks' share- 
holdings in the ECB do not affect 
votes on monetary policy, which 
are on a one member, one vote 
basts. Only a few issues, such as 
changes in the ECB's capital, are 
settled by weighted votes. 

Otmar Issing, one of the six 
members of the ECB directorate, 
warned that the bank would not 
be able to perform miracles and 
said Emu would require more 
co-operation than was currently 
accepted. 

Observer, Page 19 
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EUROPE 


EU agrees deal on car pollution curbs 


By Mfcbael Smith hi Brussels 

European Union car 
manufacturers and tbe 
petroleum industry face a 
clean-up bill of more than 
Ecu90bn (SlOObn) after an 
agreement by EU member- 
states and tbe European Par- 
liament requiring them to 
cut pollution. 

However, tbe costs will be 
far less than if tbe parlia- 
ment had succeeded in push- 
ing through the much 
tighter controls it wanted an 
vehicle and fuel omissions. 

Under a compromise nego- 


Decision 
day for 
Russian 
reforms 

By John TtnmhSI hi Moscow 


tjated on Monday night, rep- 
resentatives of tbe 15 
nations agreed to the parlia- 
ment's request to convert 
indicative targets for sul- 
phur content in fuel in 2005 
to mandatory standards. 

But parliamentary repre- 
sentatives agreed to back 
'down on many of their 
demands, and tbe mandatory 
standards will be set at tbe 
same levels as would have 
been tbe indicative targets. 
For 2005, the level is 50 parts 
per million. 

The so-called “auto- oil" 
package is aimed at cutting 


emissions of gases such as 
carbon monoxide, nitrogen 
oxides, benzene and ozone 
by around 70 per cent on 
average. 

According to the European 
Commission, the programme 
will cost the motor industry 
at least Ecuoom over tbe 15 
years of its implementation. 
The petroleum industry esti- 
mates that it will have to 
pay at least Ecu32bn to 
implement the programme. 

It will lead to a two-step 
ti ghtening of emission limits 
for passenger cars and light 
vans, the first in 2000, tbe 


second in 2005. Leaded fuels 
will be phased out by 2000 in 
most cases. 

In addition the package 
will require the fitting of 
“on-board diagnostic" (OBD) 
systems to new petrol cars 
from 2000 so that emissions 
can he checked. Diesel 
vehicles will have to have 
OBD systems from 2005. 

From 2000 new models will 
also have to undergo dura- 
bility tests after five years or 
80,000 kilometres. At parlia- 
ment's insistence the 80.000 
will rise to 100,000 in 2005. 

The Commission, which 


produced the first draft of 
the proposals, welcomed tbe 
political agreement. “We 
should have cleaner air in 
our cities and fewer ozone 
episodes In the summer," 
said Ritt BJerregaard, envi- 
ronment commissioner. 

However, there was disap- 
pointment in the Commis- 
sion about the conversion of 
the indicative targets for sul- 
phur to mandatory stan- 
dards. Officials had wanted 
to await the outcome at a 
second auto-oil programme. 

Enropia. representing tbe 
petroleum industry, said it 


was pleased tbe conciliation 
process between parliament 
and the countries bad been 
brought to a prompt conclu- 
sion, but said earlier propos- 
als by the Commission 
would have cost its members 
a third of the bill they now 
faced. “Those original pro- 
posals would have enabled 
tbe clean air objectives to be 
achieved in the most effi 
dent way." 

Monday's deal must be 
confirmed by tbe 15 EU 
member-states and by tbe 
parliament, but their assent 
is thought likely. 


Sergei Kiriyenko, Russia’s 
prime minister, will urge 
parliament today to adopt an 
emergency package of laws 
to strengthen the public 
finances. 

The Duma, or lower house, 
is being pressed to pass 
about 20 draft laws before its 
s umm er recess on July 16 to 
underpin tbe government's 
co mmi tment*; to pursue bud- 
getary reforms. 

The International Mone- 
tary Fund, which is negotia- 
ting an additional support 
loan for Russia, Is asking the 
government to take steps to 
raise additional taxes and 
cut spending. Yesterday, it 
paid out the latest $670m 
tranche of its existing S9-2bn 
support loan, which will be 
used to retire high-yielding 
domestic debt 
Mr Kiriyenko is certain to 
face tough criticism from 
Co mmunis t deputies. Sergei 
Baburin, the Communist 
vice-speaker of the Duma, 
said the austerity pro- 
gramme bad been “dictated 
by western ideologues". 

More moderate forces 
seem certain to support tbe 
government. The liberal 
Yabloko faction has said it 
will support the anti-crisis 
package. But ft wants “seri- 
ous changes" to proposed 
new taxes affecting small 
businesses, the media, and 
the housing sector. 

Sergei Ivanenko. Yabloko's 
deputy head, blamed the cur- 
rent crisis on President 
Boris Yeltsin and Victor 
Chernomyrdin, the former 
prime minister. But be 
described the current gov- 
ernment as being “politically 
feeble and professionally 
incompetent". 

Russia's financial markets 
remain extremely nervous, 
but some western Invest- 
ment banks are now recom- 
mending that their clients 
move back into hard-cur- 
rency debt instruments and 
domestic government bonds. 

Eric Fine, east European 
debt strategist at Morgan 
Stanley Dean Witter, the US 
Investment bank, said Rus- 
sian assets were looking 
attractive relative to those in 
other emerging markets, 
such as Nigeria and BraziL 
“Russla is cheap. We think it 
has been sold off mainly for 
technical reasons, and there 
is a high probability that an 
IMF agreement will be 
announced by mid-July.” 

The Russian government 
is aiming to secure a finan- 
cial support package of 
SlObn to S15bn from the IMF. 

' World Bank, western govern- 
ments. and commercial lend- 
ers by the end or the month. 
The government has already 
been sounding out western 
investment banks about 
bridge financing before these 
funds are forthcoming. 


Prodi to confront Communists to head 
off government’s ‘quasi-crisis’ 


A series of political 
setbacks has raised 
questions about the 
Italian coalition, 
writes James Blitz 


B 


arely two months have 
passed since Romano 
Prodi, Italy's prime min- 
ister, completed the historic 
achievement of ensuring his 
country's qualification for 
the single European cur- 
rency. 

Yet for from reaping the 
political dividend many 
expected. Mr Prodi now finds 
himself trying to revive the 
spirits of his two-year-old 
coalition government 

Mr Prodi’s administration 
has entered what the pun- 
dits are calling a "quasi-cri- 
sis". 

In the language of Italian 
politics, a “crisis" is the 
period when a government 
formally loses its parliamen- 
tary majority and looks 
pretty certain to get turned 
out of office. A “quasi" ver- 
sion is more subtle. After a 
series of political setbacks in 
recent weeks, Mr Prodi is 
trying to establish whether 
he still enjoys a majority in 
parliament 

The chances are that he 
does and that his adminis- 
tration will stay on - but on 
terms that make it impassi- 
ble to carry out the struc- 
tural economic reforms that 
Italy needs. 

Not for the first time, the 
sharpest thorns in Mr Pro- 
di 's side are the Recon- 
structed Communists, the 
far-left party of 34 deputies 
on whom bis administration 
has long relied for its slim 
parliamentary majority. 

Last week tbe Commu- 
nists. led by Fa us to Bertin- 
otti, voted against a govern- 
ment bill to expand the 
North Atlantic Treaty 
Organisation to include tbe 
Czech Republic. Hungary 
and Poland. 

The bill was passed with 
tbe help of tbe 31 deputies in 
a new centre-right grouping 
led by a former president. 
Francesco Cossiga. But Mr 
Cossiga's involvement has 



Villages 
suffer in 
Kosovo 
battle 


By Gay Damme in Belgrade 
and David Buchan in London 


Prime ministar Prodi (left) plans “make or break” tafes wttti D er ti iottl 


Reuters and AP 


merely added to the uncer- 
tainty, triggering unease 
within Mr Prodi's centre-left 
coalition about Its political 
identity'. 

The prime minister is 
therefore initiating “make or 
break” talks with Mr Bettin- 
otti to “verify" the majority 
and eliminate remaining 
areas of disagreement 
“We are going to have a 
tough, serious, strong con- 
frontation that gets a gov- 
ernment that lasts. Other- 
wise we will have nothing," 
said tbe prime minister on 
Monday, in a clear signal 
that he will quit if a pact 
cannot be drawn up. 

Tbe negotiations concen- 
trate on several issues. The 
Communists will need to 
make dear what their view 
would be if Italy plays any 
part in Nato action in Kos- 
ovo: and bow they will vote 
in parliament on a bill to 
renew Italy’s Nato bases. 

The employment picture 
will also be crucial. Mr Ber- 
tinotti is still calling for a 
job-creating agency for 
Italy's troubled south, an 
idea that is anathema to an 
administration whose cen- 
tral policy is debt reduction. 

There is a potentially 
explosive difference, too, on 
tbe issue of education, with 
tbe Communists opposing 
government plans for state 
subsidy of Catholic schools. 
Mr Prodi sounds tough. 


even angry, as he prepares sury minister - is being 
for these talks. Yet for sev- mooted, one that would 
erai reasons his bargaining exclude RC from the corrf- 
position is less strong than dors of power once and for 


be would like. 

First, although he could in 
principle weaken the Com- 
m unis ts if he threatened to 
call an early general elec- 
tion, since their opinion poll 
standing is low at the 
moment, such a threat car- 
ries little weight 


R: 


ecent local elections 
have left an uncertain 
picture of the voters’ 
mood, suggesting tbe right 
could triumph at the polls. 
An election now, when the 
lira still floats ftTeely. risks 
repercussions in financial 
markets in tbe final months 
before Italy Joins the euro- 
zone in January. 

Secondly, the Communists 
know Mr Prodi would find it 
bard to turn again to Mr 
Cossiga. an ex-Christian 
Democrat, for support in 
critical votes. 

Tbe Democrats of the Left, 
the core of Mr Prodi's coali- 
tion. would object to another 
tactical alliance with Mr 
Cossiga who. they fear, 
wants to recreate a grand 
coalition of the political cen- 
tre at tbe expense of the cen- 
tre-left group in power. 

Thirdly, the idea of a new 
technocratic, coalition of left 
and right - led by Carlo 
Azeglio Ciampi, the Trea- 


all. But this would give a 
power-broking role to Silvio 
Berlusconi, the Forza Italia 
leader, and is anathema to 
the centre-left. 

The one concrete result of 
this unstable period could be 
a government reshuffle, one 
which marginally strength- 
ens the position in tbe cabi- 
net of tbe Democrats of the 
Left, led by Massimo D’A- 
lema. 

Mr D’Alema fears bis 
party is being sidelined in 
the game rtf power-broking 
with Mr Cossiga and Mr Ber- 
tinottL A reshuffle, centred 
perhaps on tbe justice minis- 
try. would appease those 
fears. 

But Mr Prodi's problems 
make it unlikely he can con- 
tain tbe threat from Commu- 
nists once and for alL Given 
tbe latest economic figures, 
that is a worry for the coali- 
tion. 

Italy's economy Is growing 
more slowly than in France 
and Germany. The latest 
unemployment figures 
showed a move upwards. 
The Bank of Italy is spread- 
ing fears about lax fiscal 
control 

An uncertain coalition and 
an uneasy economic outlook 
add up to a long hot summer 
and an even hotter autumn. 


Fighting intensified 
yesterday in Serbia's 
southern province of Kosovo 
as government forces tried 
to dislodge ethnic Albanian 
separatists from villages 
around a coal mine near the 
re gional capital Pristina. 

Official Serbian media said 
security forces had regained 
control of the Belacevac 
mine and two nearby vil- 
lages. but foreign reporters 
said the three-day offensive 
was continuing. Heavy 
explosions and gunfire could 
be heard from the area, 
which was sealed off. 

Witnesses said the villages 
of Hade and Belacevac had 
been partly destroyed in a 
combined attack by Serbian 
police, the federal Yugoslav 
army and armed civilians. 
Several thousand Albanians 


Retailers agree deal for euro 
price tags from next year 


By Samar tekaudar la Brussels 
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Hotels, petrol stations and 
shops across the European 
Union will start displaying 
prices and accepting pay- 
ments in euros as well as 
national currencies from 
January, as part of an agree- 
ment signed yesterday 
between industry associa- 
tions and consumer groups. 

Tbe deal, the first on a Ell- 
wide scale between con- 
sumer representatives and 
trade associations, is 
designed to "establish a cli- 
mate of confidence during 
the changeover to the euro", 
according to the European 
Commission, which initiated 
the consultations last May. 

However, the compromise 
foils short of earlier calls by 
consumer associations for 


the Commission to legislate 
on the issue. They fear that 
retailers may take advantage 
of consumers' anfamlliarity 
with the new currency to 
increase profits during the 
transition to the euro. 

Trade bodies have lobbied 
a gains t, legislation, claiming 
the costs could harm com- 
petitiveness and threaten 
jobs. 

EuroCommerce, an 
umbrella association for 
wholesalers and retailers in 
24 European countries, has 
estimated that forced dual 
pricing of all products in 
euros and national curren- 
cies from 1999 to 2002 - 
when the new coins and 
notes are introduced - could 
cost companies up to 2 per 
cent or their total turnover. 

“Competition is doing a 


more effective job [at mak- 
ing retailers consumer- 
friendiyl than any law," said 
Henrik Kroner, secretary 
general o[ EuroCommerce. 
“Many shops will probably 
do much more than what is 
in the agreement.'' 

As part of the agreement, 
tbe Commission will create a 
label for professionals who 
commit themselves to six 
principles: applying EU roles 
for conversion and rounding 
of prices: abstaining from 
charging higher prices to 
consumers paying in euros; 
providing practical informa- 
tion on the use or the euro; 
pricing receipts and products 
on display or subject to spe- 
cial offers in euros as well as 
the national currency, ensur- 
ing that staff are capable of 
providing information on the 


euro; and signalling whether 
they accept payments in 
euros. 

An independent body will 
control compliance with the 
agreement Traders who use 
the label but foil to respect 
tbe undertakings could face 
legal action. 

The main shortcoming of 
the compromise is that pro- 
fessionals will be able to 
obtain tbe label even if they 
do not accept payments - by 
card or cheque - in euros 
before 2002. Industry repre- 
sentatives said the “volun- 
tary nature” of the deal was 
necessary to secure profes- 
sionals' approval 

“Credit and debit card 
transactions are expensive 
for retailers," said one nego- 
tiator. “We could not impose 
these extra costs on them." 


have fled their homes, most 
beading to Pristina. 

Serbian officials said 10 
“terrori s ts'* had been killed. 
They accused the pro-inde- 
pendence Kosovo Liberation 
Army (KLA) of using women 
and children as “human 
shields". 

KLA fighters seized Bela- 
cevac a week ago. Tbe open- 
cast mine, about 10km 
north-west of Pristina, is one 
of two mines supplying coal 
to twin power stations. 

The fighting follows 
three-week lull in hostilities 
that western diplomats attri- 
buted to warnings by Nato 
of military intervention 
should Slobodan Milosevic 
the Yugoslav president, pur 
sue his offensive against eth- 
nic Albanian villages used 
by the KLA. 

But diplomats say Mr Mil 
osevtc senses that this threat 
is receding as differences 
emerge between the US and 
its European allies and with 
Russia. Hubert Vgdrtne, the 
French foreign minister, reit- 
erated yesterday that action 
by Nato would need UN 
Security Council approval a 
position rejected by Wash- 
ington, 

European diplomats are 
also critical of the US deci- 
sion - apparently made 
without consultation - to 
open talks with tbe KLA, 
which senior US officials had 
previously condemned as a 
“terro ri st organisation’'. 

Diplomats fear that if US 
mediators fail to broker a 
ceasefire, Kosovo will wit- 
ness another wave of refu- 
gees that could destabilise 
the region. 

Kosovo Albanians are 
already reaching Italy via 
Albania, which is becoming 
divided between the govern- 
ment-controlled area around 
the capital Tirana, and tbe 
north where opposition 
forces loyal to Sail Berisha, 
the former president, are 
allied to the KLA. 

Amnesty International 
yesterday condemned both 
sides in the Kosovo conflict 
for human ri gh t?? abuses .mri 
said these could amount to 
war crimes. It said the evi- 
dence so for was stronger 
against Serb security forces 
than against their ethnic 
Albanian opponents. 


Portugal may drop referendums 


By Peter Wise in Lisbon 


Portuguese legislators may 
decide to postpone two refer- 
endums planned for this 
year after more than two- 
thirds of potential voters 
chose not to participate last 
Sunday in the country's first 
referendum, which was on 
liberalising the law on abor- 
tion. 

Politicians and constitu- 
tional experts warned that a 
similar level of abstention in 
the two planned ballots, on 
European Integration and 


regional devolution, could 
permanently discredit the 
use of referendums. 

Jorge Sampaio, Portugal's 
Socialist president, said on 
Monday tbe high abstention 
rate was cause for serious 
reflection. But he continued 
to defend referendums as 
valuable tools for imp rovin g 
the democratic system. 

Only 32 per cent of eligible 
citizens voted on the abor- 
tion Issue on Sunday, well 
below the 50 per cent 
required to give the referen- 
dum legal force. The vote 


gave a marginal victory of 
less than 1 per cent to the 
No vote against a bill allow- 
ing women to terminate 
pregnancies in the first 10 
weeks. 

Although the government 
is not legally bound by- the 
foiled referendum, the depu- 
ties from the governing 
Socialist party who put for- 
ward the bill said they 
would respect the No vote 
and abandon the legislation, 
at least until a new parlia- 
ment is elected. 

The poor turnout, the low- 


est since democracy was 
restored in Portugal in 1974. 
gave weight to the argument 
of politicians who had 
warned that using a referen- 
dum to ratify a bill already 
approved by parliament set a 
dangerous precedent of 
undermining the powers of 
elected legislators. 

The vote started a national 
discussion on referendums 
as parliament convened to 
debate the wording of ques- 
tions to be asked in the next 
two votes, initially planned 
for the autumn. 


In one, voters will be 
asked if they agree with 
plans for further integration 
of the European Union. In 
the other, a government pro- 
posal to create elected 
regional assemblies will be 
put to the test. 

But the government is 
now under pressure to delay 
the ballots, possibly until 
after a general election 
scheduled for late in 1999, to 
allow more time for debate, 
both on tbe issues them- 
selves and on the role of rer- 
erendums. 


NEWS DIGEST 

FRBICH EC0IWMY 

Unemployment continues 
gradual decline in May 

The number of French jobless continued its gradual decLne <r 
May, dropping by 14,900, the equivalent to a 0.5 per cent 
month -on-month fad. The total number without work m May. 
according to Insee, the official statistics institute, was 2.9/m. 
or 11.9 pa- cent of the active population- The main benefic^- 
rtes of the improved jobs picture were males aged under 2. 

In May, this category saw the number seeking jobs faff 
4.6 per cent Over the past year, the decline m the number c- 
male jobless web 15 per cent 
First time |ob seekers benefited from the strong economic 
recovery as wen as the Socialist -lad government's mcas-rs?- 
targeting youth unemployment. 

In contrast, the number of tang-tarm unemployed was -P 
0£ per cent on the month and 3.6 per cent over the pas: ^ 
months. In May, the long-term jobless accounted for aims* 

40 per cent of those seeking jobs. Robert Graham, Paris 

SPANISH BASQUE REGION 

Long-standing coalition falls 

A long-standing coalition government in Spain's Basque 
region fall apart yesterday when the Socialist party said « was 
quitting, four months ahead of regional elections. The pair- ?■ 
regional leadership decided in a majority vote to leave the 
government headed by the Basque Nationalist party (PNV •. 
ending a pact which had lasted more than 12 years. 

The split happened after the PNV and the smaller coaW'C* 
party Eusko Alkartasuna voted together with Hem Batasuna 
political wing of the outlawed separatist organisation Eta. tc 
overturn a proposal which would have obliged members c? 
the regional parliament to acknowledge formally the Spans' 
constitution. The PNV abstained on the constitution when <f 
was introduced 20 years ago. 

Nicolas Redondo, Socialist leader in the region, said he 
regretted having to take the step and stUI believed in the neve 
for collaboration between nationalist and non -nationalist 


Earlier, Xabier ArzaHuz. PNV leader, recognised that h<s par- 
ty's recent bilateral contacts with Herd Batasuna had involved 
a high political cost without producing progress. The row 
intensified after last Thursday's killing, attributed to Eta. of a 
local councUor representing Spain’s ruling Popular part/, the 
sixth such murder in the past year. David White, Madrid 


ROMANIAN ECONOMY 

GDP falls 9.4% in first quarter 

Romania's gross domestic product plunged by 9.4 per cent > - 
real terms in the first quarter of the year from the equivalent 
period of 1997, a National Statistics Board (CNS) report sac 
yesterday. It said est im ated GDP amounted to 62,120m lei 
(S7.2bn) from January to March. The taS was triggered by 
declines in gross value added in all economic sectors, with 
the steepest drop - 37.3 per cent - in livestock production. 

The CNS report said industry, which contributes 38 per 
cent of GDP, contracte d 7.4 per cent from the Tret quarter cl 
test year, while the sendees sector saw an 8.5 per cent fa' 1 . 
Services account for 47 per cent of GDP. Final consumption 
fell 4.1 per cent In the first quarter from a year earlier, with 
household consumption falling three per cent and public 
spenefing sinking 11.1 percent 

Daniel Daianu, the finance minister, recently revised his 
gross domestic product forecast, predicting the economy 
would shrink by around 2 per cent this year against a previ- 
ous estimate of zero growth. The economy contracted 6.6 per- 
cent in 1997. Reuters, Buc h a r est 


CROATIAN DEBT 


S&P cuts rating 


Standard & Poor's rating agency yesterday cut Croatia's long- 
term local currency debt rating to BBS plus from A minus but 
held Croatia's other ratings steady. S&P said the cut reflected 
Croatia’s “increasingly constrained financial flexibility” 
because so much of domestic savings were still held in hard 
currencies and domestic debt markets remained under-devel- 
oped. 

As a result, there is a narrow differentiation between local 
and foreign currency ratings, S&P said. S&P affirmed Croa- 
tia's long-term foreign currency debt rating at BBB minus. 
Short-term ratings for foreign and local currency debt were 
affirmed at A3 and AS respectively. 

The government's commitment to disciplined fiscal and 
monetary policies, moderate budget deficits and debt burden, 
and a manageable external debt burden all supported Croa- 
tia's ratings, S&P said. 

The ratings were constrained by “a political situation stUI 
marked by substantial uncertainties”. Increased balance of 
payments vulnerability and a vulnerable banking system, it 
said. Reuters, London 


POLISH RESTRUCTURING 


Coal, steel jobs to go 

The Pofish government yesterday approved restructuring 
plans for the coal and steel Industries aimed at halving within 
five yeans the 330,000 workforce employed in total in the two 
sectors. Janus* Stein hoff, the economics minister, submitted 
the steel plan, the subject of negotiations with European 
Commission officials, for final approval by the European 
Union. “I have grounds to believe that this plan will be 
acceptable to the Ell," he said 

The steel plan, which contains a commitment to privatise 
the Industry by the end of 2001 , will be presented next Mon- 
day to representatives of EU member states. 

Mr Strtnhoff said Poland would today lower tariffs on 
imports of steel from the EU from 6 per cent to 4 per cent 
and would reduce the rate to 3 per cent next year. Tariffs wBi 
be lifted altogether in 2000. Christopher Bobinski, Warsaw 


FT/CEREC HERITAGE AWARD 


Italian business group wins 

The 1998 FT/CEREC Award for Outstanding Sponsorship of 
Heritage in Europe has been won by the Italian business 
grouping CONSULTA from Turin. CONS'JLTA is made up Of 
25 companies which have pooled resources, ideas and man- 
agement skills to rebuild and restore the histone city centre a 
Turin, including many of Europe's architectural jewels. 

The project won the award because, in the words of the 
judges, CONSULTA has built a "genuine bndge across md.- 
vidual enthusiasms, business concerns and slate resp^r.stb" 
ties. 

“The project includes both practical busness benefits but 
also a true sense d collaboration and partnership 
business, where companies have decided to wars togethe- 
rather than in competition, to create social vaiue.’ 

The award, which is run in crtlaDDraficr vustti te'erev 
Heritage Group -EHGt. was presented to j:uwpoe b-TS'^. 
chairman of CONSULTA by CcSr Tweed, rv- r .man 
Of CEREC. al a ceremorv, at the Gleb** 

On June 29. 
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Sale spurs Greek bank drive Yilmaz ponders his fragile grip a 
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^ Kerin Hope in Athens 

15* s ® le ° r Cretabank. a 
troubled state bank, to the 

5 ats . 1 ? 01 311(1 s WPping group 
lor the unexpectedly high 
price of Drssbn ($304mi will 
give a boost to the So cialist 
governments privatisation 
drive. 

Two more state banks. 
Ionian Bank and Bank of 
Central Greece, are due to be 
privatised this summer as 
part of measures to improve 
the banking sector's effi- 
ciency. 

EFC Eurobank, part of an 
international chain of pri- 


vate banks controlled by the 
London-based Latsis group, 
is one of several small Greek 
banks trying to increase 
market share ahead of the 
launch of the euro. 

EFG Eurobank doubled its 
capital base to Drl20bn ear- 
lier this year to prepare for 
making acquisitions. It wygip 
its bid for Cretabank two 
weeks after the purchase 
from Korea’s Hanwha group 
of a controlling stake in 
Bank of Athens. 

Cretabank failed to 
recover from a $200m embez- 
zlement scandal revealed in 
1988 which helped bring 


down a Socialist government 
headed by the late Andreas 
Papandreou. 

Its owner, George Kos- 
kotas. was accused of trans- 
ferring embezzled funds to 
the Socialist party. 

Although Cretabank was 
taken under central bank 
administration and given a 
Drtlbn capita] injection as 
part of a restructuring effort, 
it suffers from poor manage- 
ment and has a large portfo- 
lio of bad loans. 

Three previous attempts to 
privatise the bank failed 
because bids were consid- 
ered too low. in March the 


government rejected a 
Dr30bn offer from Bank of 
Piraeus, a fast growing bank 
which was the only bidder. 

One analyst said: If Latsis 
is ready to pay three times 
the accepted valuation of 
Cretabank and then write off 
25 per cent of the loan book, 
the other two banks are 
likely to sell for a big pre- 
mium." 

At Monday's auction, 
Bank of Piraeus offered 
Dr52.4bn for 98 per cent of 

Cretabank. 

Ergobank, Greece's second 
biggest private bank, bid 
Dr4&2bn. 


John Barham on the prime minister who 
entered office with low expectations but 
has developed a taste for government 


Party’s rank and file still 
unconvinced over sell-offs 


By Kerin Hope in Athens 

Yanuos Papantoniou. 
Greece's economy minister, 
finds it easier to convince 
foreign investors that struc- 
tural reform is working than 
he does to persuade fellow 
members of the governing 
Socialist party. 

The markets have wel- 
comed Greece's bid to join 
the European single cur- 
rency in 200L Prices on the 
Athens stock exchange 
soared to record levels after 
the drachma's entry in 
March to Europe's exchange 
rate mechanism, the waiting 
room for membership of the 
euro, and are still riding 
high. 

Yet opposition persists to 
Mr Papantoniou 's policies, 
which include foster privati- 
sation of state enterprises, 
liberalisation of the labour 
market and an overhaul of 
the pension system. 

Mr Papantoniou said in an 
interview with the Financial 
Times that structural 
reforms considered essential 
if Greece was to qualify for 
monetary union “still 
haven’t been accepted. It’s 
not so much the cabinet, 
who agree on the basic 
issues, as the rank and file 
of the party." he said. 

"They still need to be con- 
vinced about privatisation of 


banks and state enterprises. 
that it win open the way to 
growth and new jobs." 

The government is plough- 
ing on with the restructur- 
ing of loss-making state 
enterprises and the privati- 
sation of state-controlled 
banks in spite of strikes and 
violent protests by transport 
and bank unions, which are 
controlled by hardline mem- 
bers of the Socialist party. 

Although Mr Papantoniou 
is supported by Costas Simi- 
tis, the prune minister, some 
prominent Socialists, includ- 
ing cabinet ministers hold- 
ing economic portfolios, 
have criticised the pro- 
gramme at party meetings 
as being too harsh. 

Senior party officials fear 
Mr Papantoniou's determina- 
tion to push through the 
remaining structural 
reforms over the summer 
will damage the Socialists’ 
chances at local elections to 
be held in October. 

Mr Papantoniou acknowl- 
edged that the government's 
failure “to sell its policies to 
its supporters” restricted its 
room for manoeuvre. Despite 
foreign investors’ keen appe- 
tite for Cheek stocks and ris- 
ing interest among Greek 
retail investors, the govern- 
ment would . not consider 
selling more than 49 per cent 
of OTE, the telecoms com- 



PapantofikMc wants faster 
sefl-ofts of state enterprises 

pany, or speeding the flota- 
tion of DEP. the power util- 
ity. 

Greece’s revised conver- 
gence programme, presented 
last month to the European 
Commission, projects priva- 
tisation revenues equal to 0.9 
per cent of gross domestic 
product in 1998 and 1999. 
mainly through flotations on 
the Athens bourse of minor- 
ity stakes in state enter- 
prises. 

Mr Papantoniou said the 
target would be exceeded, 
partly as a result of private 
placements last month of 
government-held shares in 
OTE and National Bank of 
Greece, the biggest state 
bank, with institutional 
investors. 

He said privatisation rev- 


enues would “reach. 2 per 
cent of GDP this year and 
another 1 per cent next 
year”, and help to keep the 
public debt on a downward 
track. 

“But we don’t have a man- 
date to take privatisation 
any further," he said. “It 
can't happen until after the 
next election [due in 20001 " 

Nevertheless Greece is on 
track this year to satisfy 
almost all the requirements 
for participating in mone- 
tary union outlined in the 
European Union’s Maas- 
tricht treaty. Mr Papanto- 
niou said. 

The budget deficit is proj- 
ected to shrink to 2.4 per 
cent of GDP, while the pub- 
lic debt is forecast io decline, 
though only marginally, for 
a third successive year. 

The drachma has appreci- j 
ated ag ains t the Ecu. claw- 
ing back half the losses 
caused by the 12.1 per cent 
devaluation which accompa- 
nied ERM entry in March. 

But it will be a struggle to 
reduce the inflation rate. 
which was stable in May at 
5.3 pm* cent, to below 2.5 per 
cent by the end of 1999. Mr 
Papantoniou said: "We will 
use every weapon at our dis- 
posal. even reductions on 
indirect taxes if necessary, 
to reach the target by March 
2000 ." 


M esut YUmaz’s bold on 
power looks as uncer- 
tain today as it did a 
year ago when he took over 
as Turkish prime minister 
from Necmettin Erbakan, 
the Islamist leader forced 
from office la June 1997 in a 
military-led “soft coup". 

Few. including the taci- 
turn Mr Yilmaz, expected bis 
minority three-party coali- 
tion to survive for long. He 
said his main task would be 
to prepare Turkey for early 
elections. 

However, he clearly devel- 
oped a taste for power and 
soon decided to try strug- 
gling on until 2000 , when 
general elections are due. Mr 
Yilmaz had previously 
served as prime minister for 
two brief periods in 1991 and 
1998 after becoming head of 
the conservative Motherland 
party In 1991. 

Some observers doubt that 
Mr Yilmaz is the leader of 
energy and vision Turkey 
needs to overcome daunting 
problems that include an 
inflation-ridden economy, a 
14-year-old Kurdish uprising, 
a growing Islamist move- 
ment and a breakdown in 
relations with the European 
Union. Alan Makovsky, of 
the Washington Institute for 
l Near East Policy, said: “He 
came into office with low 
expectations and he fulfilled 
them.” 

Mr Yilmaz 's frail coalition, 
which comprises Mother- 
land, one other conservative 
party and a centre-left party, 
has staggered from one cabi- 
net crisis to the next 
The government is about 
SO seats short of a majority 
in the 550-member parlia- 
ment. making it one of the 
weakest in modern Turkish 
history. 

It has survived three cen- 
sure motions, mainly 
because deputies fear early 
elections. 

The coalition's future 
looks even mare unpredict- 
able as a result of a deal Mr 
Yilmaz struck in June with 
an opposition centre-left 


party that holds the balance 
of power in parliament. Mr 
Yilmaz promised Deniz Bay- 
kal. leader or the People’s 
Republican party (CHPt. that 
he would band over power in 
December to a caretaker 
administration and hold 
elections next April. 

In exchange. Mr Baykal 
would help pass economic 
reform bills that have been 
blocked for several years by 
parliament. However. Mr 
Yilmaz complained that the 
CHP was not supporting the 
planned tax and social secu- 
rity reforms, adding: “It is 
not possible to take a deci- 
sion for elections without 
these bills becoming law.” 
The deal with Mr Baykal 
also faces opposition inside 
Mr Yilmaz’s Motherland 
party, while the Democratic 
Turkey party, the coalition’s 
other conservative group, 
has threatened to pull out 
unless the government 
pushes through populist eco- 
nomic measures. 

Mr YUmaz deserves some 
credit for managing to gov- 
ern amid such confusion. He 
has revived Turkey's lethar- 
gic privatisation programme, 
which will this year raise 
more money than in the pre- 
ceding 13 years even if it 
achieves only half the fore- 
cast $9bn in sell-offs. Infla- 
tion is heading down and the 
economy Is booming. 

M r Yilmaz has begun 
popular reforms to 
improve Turkey's dis- 
mal education standards and 
to stamp out growing Islam- 
ist influence in schools. He 
has made some progress 
against government corrup- 
tion and human rights viola- 
tions. though both remain 
serious problems. Selim 
Oktar, general manager of 
Strateji-MORL a polling com- 
pany. said: “This is Turkey's 
last chance to catch the 
train to [modeml society, 
but I think we have a 
chance." 

However, many of these 
advances are attributable to 



YKmaz: few expected his three-party coalition to survive for long 


the efforts of others. Tur- 
key's competent corps of 
technocrats is running the 
economy. 

Private business long ago 
Look over the state’s role as 
the engine of growth. The 
government bas ceded 
responsibility for targe areas 
of domestic and foreign pol- 
icy to the politically power- 
ful military, which mounted 
three coups d'etat between 
1960 and 1980. It was the 
army that demanded educa- 
tion reforms and insisted on 
more action against radical 
Islam. 

The army’s growing 
involvement in civilian poli- 
tics is one of the factors 
undermining relations 
between Turkey and the EU. 
Mr Yilmaz froze political 
contacts with the EU last 
December after it kept Tur- 
key off a list of membership 
candidates while including 
Cyprus, which Turkey has 
partially occupied since its 
1974 invasion. 

hi March. Mr Yilmaz 
accused Helmut Kohl, Ger- 
man chancellor, of pursuing 
a Nazi-style expansionist 
strategy of Lebensmum in 
eastern Europe and the gov- 
ernment has kept up a bar- 
rage or belligerent rhetoric 
against Greece and Cyprus. 


However, Turkey is proba- 
bly resilient enough to con- 
tinue muddling on for years, 
and most observers said rad- 
ical reform was unlikely 
until the politicians fixed the 
political system. The prolif- 
eration of small parties 
makes it difficult to form 
strong governments. 

Commentators believe the 
current parliament may be 
incapable of pushing 
through changes to the elec- 
toral law. 

Pollsters said the next 
elections could be as incon- 
clusive as the last ones in 
I9S5. when the Welfare party 
of Mr Erbakan, later dis- 
solved for anti-secularist 
activities, emerged the win- 
ner with only 21.4 per cent of 
the vote. 

General £evik the 
powerful deputy chief of 
staff, said that fundamental- 
ism “is still the number one 
threat and problem”. 

Decades of inflation and 
economic instability have 
proved a fertile breeding 
ground for militant Islam. 

But Gen Bir added that 
people should not be pessi- 
mistic about the durability 
of the secular state. “We 
established the republic, and 
we are the ones who will 
keep it alive." 
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INVESTING IN IRAN 


FOREIGN INVESTMENT $5.7BN PROJECTS TO 8E UNVEILED AT LONDON CONFERENCE 

Tehran reopens doors to 
vast oil and gas resources 


By Robert Cnztoe hi London 
and Rofain Men in Tehran 

“Foreigners" and “con- 
cessions” have been dirty 
words in the I ranian lexicon 
ever since the Qajar Shah 
tried to replenish his trea- 
sury in 1891 by selling a 
monopoly concession for 
production and sale of 
tobacco to British Imperial 
Tobacco. 

It so enraged Sheikh Mir- 
zahi Shirazl that he issued a 
fittwa. a binding religious 
decree, prohibiting the use 
of tobacco. That fatuoa, the 
first example of I ranian cler- 
ical intervention in nati onal 


(£3.4bn) worth of projects to 
be opened to foreigners at a 
conference beginning in Lon- 
don today, the word “conces- 
sion'' will be conspicuously 
absent 

Instead, there will be 
much debate on “buy- 
backs", a complicated 
arrangement which gives 
enough commercial incen- 

The word 
'concession* will 
be absent from 
conference 


and services sectors*'. 

The oil and gas sector was 
seen as the most politically 
sensitive, given the troubled 
history of relations between 
Iran and western oil compa- 
nies. the sheer siw of 
the resource base; Iran has 9 
per cent of the world's oil 
reserves and almost 16 per 
cent of its natural gas. 

A combination of the ban 
on foreign involvement in 
the oil and gas industry, 
chronic under-investment 
and unilateral US sanctions 
- plus destruction caused by 
the 198688 war with Iraq - 
has steadily under min ed the 
efficiency and morale of the 


politics, was so effective that sector. It has struggled in 

recent years to meet its pro- 
duction quota from the 
Organisation of Petroleum 
Exporting Countries. 

The first indication of a 
change in attitude towards 
outside investment came 
several years ago, when Iran 
began tallring to foreign oil 
companies about developing 
offshore fields in the Golf. 
The rationale then was that 
Iran did not have the tech- 
nology to exploit snch 
reserves. The “buy-back*' 
arrangement that emerged 
as the basis for contracts 
was a way around the consti- 
tutional ban on foreign 
investments in the sector. 

■ The first offshore contract 
- with Conoco of the US - 
ignited a political storm, but 
one which was centred on 
Washington, rather than 
Tehran. President BUI Clin- 


the Shah was forced to 
revoke the concession. 

The word “concession" has 
smacked of foreign oppres- 
sion and control ever since. 
However, by the time Wil- 
liam Knox D'Arcy was 
awarded the first oil conces- 
sion in 1901 in a deal that led 
to the founding of the Anglo- 
Persian Oil Company - the 
forerunner of British Petro- 
leum - the Persian state 
needed money so badly that 
the unpopular concession 
was Implemented, with grim 
results that have haunted 
foreign companies’ relations 
with Iran to this day. 

Now the Iranian govern- 
ment once a gain finds itself 
in dire need of foreign cash, 
this time to revitalise its 
flag gin g oil and gas indus- 
try. But when Iranian offi- 
cials unveil the list of $5.7bn 


tives for foreigners to 
develop Iranian oil and gas 
fields while avoiding any 
suggestion that they “own" 
the oil or gas produced. 

Today's conference is the 
result of a recent sea-change 
In Iranian attitudes to for- 
eign involvement in the stra- 
tegic oil and gas sector, 
which has suffered heavily 
since the 1979 revolution. 

The mullahs who led that 
revolution sought to prevent 
foreigners from g ainin g 
access to strategic sectors of 
the economy. They drafted 
the 1981 constitution which 
prohibited the granting of 

. . concessions to foreign- 
ers for the establishment 
of public companies, organi- 
sations or enterprises, in 
the commercial, agri- 
cultural, industrial, mining 


ton hannud the deal, which 
was eventually taken over 
by Total of France. 

The $2bn Total deal to 
develop the Sooth Pars gas 
field did not, however, trig- 
ger a rush by foreigners to 
pick up the other offshore 
projects on offer. 

The terms and projects 
offered by Tehran were not 
seen as especially a ttra c tiv e, 
while the imposition by the 
US of the Iran-Lfbya Sanc- 
tions Act (lisa), aimed at pre- 
venting big foreign invest- 
ments in Iran's energy 
sector, scared off many for- 
eign companies, particularly 
ones with extensive interests 
in the US. 

But the Total deal focused 
international oil company 
interest on Iran. And It 
helped break down internal 
Iranian resistance to a more 
ambitious foreign invest- 
ment prog ramme 

Last February Iran's moj- 
Us, or parliament, where 
conservative hardliners form 
the largest grouping, 
approved the government’s 
plan to open much of the 
Iranian oil and gas sector. 
Including onshore Adds, to 

foreign cnm pgnlefl- 

The announcement by 
President Clinton in May 
that the US will waive 
threatened sanctions against 
Total, and its partners Gaz- 
prom of Russia and Petronas 
of Malaysia, removed the 
other big hurdle to large- 
scale foreign investment in 
Iran’s oil sector. 
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ENERGY SCRAMBLE FOR FOOTHOLD IN INDUSTRY OF ONE OF WORLD’S MAJOR OIL PRODUCERS 


‘BUY-BACK 1 CONTRACTS SOME DRAWBACKS 


Top companies lured by huge opportunity Deals shaped 

with an eye 
to constitution 


By Robot Corzine 

Iran has become an object of 
desire for the International 
oil and gas industry, with 
this week's London confer- 
ence expected to attract rep- 
resentatives of most leading 
International ofl companies. 

Although the "buy-back" 
contracts on offer have lim- 
ited attractions, the timing 
of Iran's opening to outside 
Investment appears propi- 
tious. Political restraints on 
the US oil industry have 
encouraged European 
groups, which usually clash 


head-to-head with the US oil 
majors. But it is the sheer 
scale of the potential oppor- 
tunity in Iran that is likely 
to be the biggest draw. 

Although “buy-backs" 
have a limited life, compa- 
nies sense an opportunity to 
secure a long-term position 
in the industry of one of the 
world’s main oil and gas pro- 
ducers. They, will also want 
to prepare for . a_ possible 
wider opening, at Iran’s 
energy sector. The' industry . ■ 
is In such a state, and many ' 
of the Iranian fields are of 
such an age, that a one-off 


financial fix is unlikely to 
solve its problems. Iranian 
officials are si gnalling that 
the tender process will prob- 
ably be on-going. 

Iran also offers the oppor- 
tunity to build diverse, large- 
scale businesses. British 
Petroleum recently said it 
was interested in discussing 
deals across several market 
segments, such as explora- 
tion and development pro- 
jects in . northern- and 
southern Iran,- «s well' as pet- 
rochemical schemes.' 

The country's, big gas 
reserves also appeal to those 
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ECONOMIC & FINANCIAL SERVICES S.A. (formerly GREEK EXPORTS S.A.) 

ANNOUNCEMENT 

FIRST DfTEHNATKJNAL PUBLIC AUCTION TO "THE HIGHEST 
BIDDER FOR SALE OF THE TOTAL ASSETS OF “ELITE VILLAGE - TOURIST, 
COMMERCIAL. MARITIME, CONSTRUCTION AM) HOTEL SA" 

ETBA FINANCE Econom ic end Financial SJL ostatfshed In Atoena (1 Etatostoenous St), ss apecd Rquktetor at "ELITE 
VILLAGE -TOURIST, COMMERCIAL MARITIME, CONSTRUCTION AND HOTEL SA" which has been placed under 
SquWSton by Dodston No. 175/1997 of he NatpNon Court of Appeal and Mtoln tfie framewtvfc of article 46a of Law 1892/1990, 
MMppNRMnladby Oik*} 14 Of law 200011 TO1 and lb amendments 

ANNOUNCES 

a First Irnamatoi fl l Pubic Auction to do Highest adder with soNed, Mndtog offers tor toe told assail of "BJ7E VILLAGE 
TOURIST. COMMERCIAL MARRU*. CONSTRUCTION AND HOTEL SA" now ondar apodal RquMattm. 

Samary deacripffon of toa company and Inactivity 
■ELITE VILLAGE • TOURIST. COMMERCIAL MARITIME, CONSTRUCTION AND HOTEL SA" owns and urn a Hotel comptex 
In toe Versa region at the prefecture of MessMa on a plot of land KL500 m 1 In area. The unh has a capedty at ISM beds. The 
hotel ond consists at a two^toiey cenM buOdng and buamenL S^OO m2 )n area, a greund loor el 1 A00 m 2 and a feat Roar ol 
570 m2 aa wall m a tomgtewa compiax with a tool area of 4£D8 m2. R o adwoi te hare bean tt/t In toa surounteig area cftjs 
two swimming pools, a cNUiartfc playground, a spots ground, eic. Mora fntonnaiion and a (totaled deaayattan are conta i ned In 
the Oftartng Memorandum. 

Hanna o! the Announcement 

1. The au c tio n wfl be conducted in accordance wtlti toe provisions of article 4&a at Law 1832/1990 as supatorpented by artiefe 
MrfLan 200QH99I as currently to tarca; the terms contained to the present Amowcemera and toe terms contained in toe 
Offering Memorandum, mgardfess of whether or not ihey are repeated In the present The submis si on of a btodng offer 
Hnpflea acceptance of a* ihoae toms. 

2. For a Mar awareness of the company lor stoe. interested buyers are tolled to racehre, on agrafcro of a con fl de ntLt By 
agreement, the detaBed Offering Mamoranduni and ask for any other Info imadon. 

3. In older to parttefeuM to auction, toterested parties must submit a sealed, ttindng offer to the Katmota notary pufaSc 
ass&iod to the auction, Mrs. BrentWa Xoriwlalmu BopoutoaestablBhedat Ksrnpos. laL *30 721 89001. by 11X0 am on 
W edn es day; 22 July 1888. CWere should be submitted In person or by a legaffy authorised rapresentatore. Offers 
submitted beyond the tone fima w# not be accepted or token into conridsrafion. Offois must not contain terms upon which 
(hair UM ngnest Ml depend or which -oeate vagueness wtih regmd to eny other aasentiaf points. The Kquktetor and toe 
creditors maintain the right, at toetr tncomrovenfeto daemon, to reject otters which contain terms and mceptiua. or 
contdder them to be narecoiMnad, In wtlch case too oBer remains bind ngwtth regard to toe reseat to content 

4. Offers iruet be accompanied, on penally of eanceiaflan ol (he offer, by a fetter afguarentse from a bar* legafly operating In 
Greece, to toe amount of one hundred and eny mBan dra chm as (QDR 150 . 000 , 000 } as per apectoien c aw t rin e d in tire 
Offering Memorandum, valid urttfl its return to the guarantor bank and guaran t e eing both toe substance at the offer 
sutamtaed and any Improvements maria To a. 

5. The atiare wB be opened by the notary in her catca at taan hours «r W e dne s day; a -My WB. fre a wtoa d p re tiaa who 
rwre submkwd btoeftig offers wWIn toe time frratl are errtkled to abend die opening of too offers. 

B. Often iwM spoctoreBy stale toe offered amount too time and place of payment and fri «bo ewrt of pan paymaro on cretto, 
whether titia «■ bear internet or not. toe inieraat raa as wefl so the safeguards tv final seetenfem. . tt there to no reference 
to a) the manner d payment, b) whether toe anotmt on aedt wM bear Meres or noc and 4 toe rata ol toiereaL K w« be 
(Mined rwpactfVBiy tost a) the annum w* be paid in cash, b) toe amount on credt w«l be paid atirnut Interest. and c) toe 
ynereat on any gnourt on credtwB bo cahatoBa d tm fra basis ot toe current, togal jraerect rale tn farce. 

7 EaottWalaKeita lor avatiuadig toe otters are: a) theatre of trie amount offered bj toe guarantees prowled lor aetneraert of 
aiy balance on credt and toe hiSment of other terms, c) too rsftabftty and credt worthfns s s of toe lutonwted party and d) 
too continued operation of too anwprtee. 
a Far ai die above paints as wel as (or toe re m ain in g terms to bo agreed upon, toe buyer must accept penalty douses, 
wddWoMly covered by property or other saeurtfes. wffch wE guarantee campfanoe with the tarns egraed upon. 

S. The Btoments which make up too compeny'S asseta shall be add "88 Is and where Is* and, more speofleatty. In #■& aotute 
aid legal condOonort at toe plaee where toey are situated on the day of wgnahrie id toe safe contracL The Iquktewand 
toe ae«om are not wap on e lb fe fer legal or acOnl defeat or deOctenpes of any lend of toe assets tor sale, nor far any 
Incamntets or itbwuwb deeciwian of them In toe Offering Memorandum. Interested parties, should. wWi toalr own means 
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seeking large-scale export 
projects. Several companies, 

TrmTnHing Royal Dutch/Shfill, 

have looked at multi-billion 
dollar pipeline proposals 
that would link giant gas 
fields with East growing mar- 
kets in south Asia. Others, 
including BRP of Australia, 
are looking at possible 
liquefied natural gas deals. 
Even Gazprom. Russia’s gas 
giant, has been -drawn to 
Iran. • . ■. „ . {'. <-*• ’ 

Iran’s gas reserves could’ 
also fuel a major expansion 
of the petrochemical sector, 
an area in which Tehran has 
failed to keep pace with 
other Gulf ml producers. . 

Iran’s geographic position 
is also proving to be a draw. 
In recent months Tehran has 
been busy touting the bene- 
fits of using Iran as a land 


bridge between the Caspian 
Sea region and the Gulf 
Last month Iran issued a 
tender for a J400m pipeline 
to carry Caspian ofl. to refi- 
neries in Tehran and Tabriz, 
in the first concerted effort 
to establish itself as a transit 
route for oil from the Cas- 
pian Sea region. Up to 
315.000 b/d of Caspian crude 
could be processed in the 
northern refineries, with an 
equivalent volume of Iranian 
oil made available to Cas- 
pian producers at Gulf 
export ter minals 

The prospect of being able 
to integrate Caspian 
operations with projects in 
Iran may be especially 
appealing to big companies. 

Smaller companies too 
sense a unique opportunity. 
Independents such as Monu- 


ment OH & Gas of the UK 
and Saga Petroleum of Nor- 
way are hoping to incorpo- 
rate Iran into their corpor a te 
plans. But Iranian officiate 
are e xpected to classify the 
projects on offer according 
to cost and technical com- 
plexity, and will probably 
restrict smaller companies to 
mars modest schemes. 

Although oil industry 
interest in Iran is wide- 
spread and genuine, there 
are lingering political and 
commercial concents. 

Companies such as BP and 
Shell with extensive US 
interests, may limit invest- 
ments unless US-Iranian 
r e l ati o ns Improve. There are 
also more practical worries 
about the ability of Iranian 
officials to deal with an 
expected deluge of bids. 


By Robert teztae 


SANCTIONS GOVERNMENT HAD TO LEARN PRUDENT MANAGEMENT 


US action underlines 
investment needs 


By David Gartner, 
Middle East EdHor 


Washington’s decision in 
May to waive sanctions cm 
EU companies investing in 
Iranian oil and gas was 
savoured as a victory in Teh- 
ran. But while the clerical 
regime believes it is success- 
folly breaking out from US 
attempts to isolate it, its eco- 
nomic managers are also 
aware that Iran has big 
investment needs which will 
be. difficult to meet while 
unilateral US sanctions con- 
tinue. 

Washington imposed an 
embargo on Iran in 1995, and 
last year tried to extend this 
extra-territorially to non-US 
companies under the Iran 
Libya Sanctions Act (Usa). 
The sanctions have held up 
ban’s access to capital, tech- 
nology and markets. But, 
paradoxically, they have had 
positive effects too. 

A principal side-effect of 
Usa Han been to legitimise 
foreign investment with 
both thp Iranian parliament 
and a public opinion reared 
to believe that foreign 
involvement in the economy 
amounts to pillage of 
national resources. By set- 
ting its face against last 
year’s $2bn (£L2bn) Total-led 
investment in the South 
Pars gas field, and then 
grudgingly conceding it 
could do little to stop it, 
Washington has made for- 
eign investment popular. 

As a result of sanctions, 
moreover, the Iranian econ- 
omy has arguably been bet- 
ter managed than it would 
have been. Certainly the 
government has as a result 
been prudent in its appor- 
tionment of foreign 
exchange and careful to 
maintain its credit by 
prompt servicing of foreign 


debt Sanctions “made life a 
bit mare complicated for us, 
more circuitous in managing 
the economy and planning 
our imports,” says Ghafbur 
Memarzadeh, head of the 
international division of 
Bank MeUi, the leading 
bank. But they have “also 
forced us to mobilise our 
resources, and to find better 
and more efficient ways of 
getting suppliers." 

‘Sanctions have 
forced us to 
mobilise our 
resources’ 


A further effect of sanc- 
tions has been to highlight 
that the Iranian economy, 
more than 80 per cent con- 
trolled by the state either 
directly or through the bon- 
yads - foundations built 
from the assets of the late 
Shah and his allies - is not 
in a position to absorb the 
levels of Investment Iran 
needs. The government has 
therefore been forced to look 
at the structure of the econ- 
omy, and at least to begin 
debate on its reform. 

Most of all, however, the 
sanctions have underlined 
Iran's investment needs. The 
government is expecting 
that the second round of 
“buy-backs" being launched 
this week in London wd net 
$5.Tbn_ But this sum la 
already written into the cur- 
rent budget (which runs to 
March 20 next year) and 
planned imports of $ 16 bn 
towards which the govern- 
ment expects to be able to 
stump up not more than 
$fiL5bn. 

Despite the attractions of 


Iran’s hydrocarbons 
resources to international oil 
companies, this could be 
optimistic. Id ad di tion , Iran 
had budgeted for an oil price 
of 812 a barrel At the time 
this looked conservative, but 
now looks hopefoL 
“We are a country that is 
intrinsically and by tradition 
very dependent on foreign 
exchange," says one senior 
official To return to rela- 
tively high stable growth of 
around 5 per cent in gross 
domestic product a year, offi- 
cials calculate total external 
investment needs of about 
SlObn a year. 

Enticing capital at this 
level not only requires that 
the government commit 
Itself to structural reform, 
privatisation, and a legal 
framework to safeguard 
domestic as well as foreign 
private investment - all of 
which it is still far from 
doing. It also needs the over- 
all perception of political 
risk to be lowered, unlikely 
to happen until the US starts 
to “normalise” relations 
with Iran. 

While President Bill din- 
tom has held out this possi- 
bility, both houses of the US 
Congress remain hostile 
towards rapprochement 
In spite of the lisa wa iver , 
tiie House of Representatives 
voted 392-22 and the Senate 
9M fin- tbs Iran Missile Pro- 
liferation Sanctions Act 
(Impsa), mandating sanc- 
tions on foreign companies 
providing technology which 
could help Iran develop its 
ballistic missiles capability. 

On June 23,. Mr Clinton 
vetoed this “son of Dsa” law. 
But leaders of both houses, 
backed by the influential 
pro-Israel lobby ahead of 
congressional elections In 
November, are determined 
to override the veta 



"Buy-back” contracts that 
form the basis of Iran's plan 
to open its energy industry 
to foreign investment are a 
compromise to overcome 
Tehran’s constitutional bar 
on foreigners “owning" any 
of its ofl and gas reserves. 

But will they prove attrac- 
tive to foreign companies? 
Oil executives who have 
negotiated with Iranian offi- 
cials say they probably will, 
although the "buy-back" 
concept has drawbacks for 
both sides. 

Uhder the scheme, foreign 
companies will finance spe- 
cific projects. Repayment, 
Including an agreed rate of 
return on investment, will 
take place over a specified 
period from a field’s output 
The Iranians are expected 
to demand quick payback 
periods to limit their finan- 
cial exposure. Developments 
will probably be around 
three years, with a similar 
period for cost recovery. 

At no time will a foreign 
company “own” any of the 
oil or gas produced, ensuring 
the arrangement stays 
within Iran’s constitutional 
framework. 

Foreign oil companies will 
be essentially contractors - 
a limited role most generally 
reject But executives say 
the Iranian arrangements do 
have att rac ti ve features, not 
least tiie fact that the rate of 
return on investments - 
expected to be around 20 per 
cent, though it will vary 
from project to project - is 
insensitive to oil price move- 
ments. That is especially 
attractive during periods of 


oil price uncertainty. 

“Iran is a portfolio play," 
said one foreign oilman 
“You need something like 
that in your portfolio." 

There is also no geol o gical 
risk for most projects an 
offer, as the fields have been 
discovered and generally 
defined. 

The key to profitability is 
expected to be the degree to 
which foreign companies can 
keep within the projected 
price they put forward for a 
contract The National Ira- 
nian Oil Company (NIOC) is 
insisting on Gaily a 10 per 
cent contingency reserve. 
Foreign companies that 
exceed the 10 per cent limit 
will have to m«in» up the dif- 
ference. which wfll not be 
recoverable. 

Western oilmen say one 
weakness of the “buy-back” 
system is that there is no 
Incentive for foreign compa- 
nies to complete projects 
below the agreed budget 
Another potential weak- 
ness is that NIOC will oper- 
ate the “buy-back" projects 
from the beginning, a 
requirement some foreign 
companies fear may limit 
operating efficiencies that 
might otherwise be expected. 

The limited life of each 
project means foreign com- 
panies wfll also need to have 
a string of deals lined up to 
build a meaningful business 
In Iran based on “buy-backs". 

Iran will probably have to 
offer better terms for the off- 
shore exploration blocks it is 
expected to offer in the Cas- 
pian Sea, because of the high 
geological risk of fiuhng to 
find any ofl or gas In the 
region. 


CONTRACTS & TENDERS 


B 

c 


R L 

P P E 


A 

R 



REQUIRED VESSEL FOR HAULING 
PHOSPHORIC ACID SOLUTION 

Birta Copper, a Unit of Indo-Gulf Fertfllseis has set-up one 
of India's largest Copper Smelter projects at Dahej, Dist 
Bharoch in Gujarat. A deep water jetty with 14 Mtrs. along 
side Draft has been constructed at the Plant Sita and will 
be commissioned sometime in October 1998. 

Offers are invited from Vessel Owners/Ship Management 
Companies for Vessel to haul Phosphoric Acid solution 
from the Dahej Jetty to Western Coast of India. The Vessel 
should have minimum LQA of 132 Mtrs. and DWT. of 
1 1,000 MT with Crane and piping system to handle Flexl- 
pipe and load at the rate of about 500 M77 Hour. 

Apply within 15 days to Mr. O.P. Agrawal, Sr. Vice President, 
Biria Copper, Arvfnd Villa-Empress Court, 145, S.V. Road, 
Vile Parle {West), Mumbai - 400 056, INDIA* 
Tel.: (D) 00-91-22-6707165. 
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CONGO BRAZZAVILLE 


By Judy Dempsey m Jerusalem 
and Laura Sitoer atthe 
United Nations in New Torfc 

Some members of the United 
Nations Security Council 
were last night expected to 
criticise sharply Israel's 
plans to extend the bound- 
aries of Jerusalem. 

The plans, agreed by the 
Israeli cabinet last month, 
entail Jerusalem extending 
its jurisdiction to the west 
and east, stretching towards 
Jewish settlements in the 
West Bank. 

The international commu- 
nity has never recognised 
Israel's annexation of east 
Jerusalem after the 1967 Six 
Day War. 

The plans also include 
building a ring road which 
would sever links between 
Palestinian-controlled areas 
in the northern and 


southern parts of the West 
Bank as well as between the 
West Bank and east Jerusa- 
lem. 

These moves run counter 
to the 1993 and 1995 Oslo 
accords which specifically 
leave the status of Jerusalem 
to final settlement talks, 
while “nothing 1 shall preju- 
dice or pre-empt the outcome 
of the negotiations on the 
permanent status’*. 

Washington last week said 
it was “extremely hard to 
understand why Israel would 
even consider taking such a 
provocative step at this sen- 
sitive time in the [peace ] 
negotiations'*. Bill Richard- 
son, US ambassador to the 
UN. yesterday dismissed as 
“unhelpful” the Israeli plans, 
and called on Israel, and the 
Palestinians, to refrain from 
action that would "make 
these negotiations harder to 




begin and to conclude". 

It was uncertain whether 
the council, which met at 
the request of Arab envoys, 
would agree on a resolution 
or even a presidential state- 
ment. Diplomats said the 
session could result simply 
in an "airing of views”. 

A draft of the resolution 
called on Israel to halt the 
expansion of illegal settle- 
ments which are “a major 
obstacle to peace”, but 
Washington is likely to veto 
any UN motion criticising 
Israel, having already said 
the council debate was 
“court terprod active ". 

Madeleine Albright, US 
secretary of state, has been 
trying to restart Israel-Pales- 
tinian peace talks which 
were broken off 16 months 
ago after Israel started build- 
ing a new Jewish settlement 
at Har Hotna in east Jerusa- 
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lem. But she has been 
repeatedly outmanoeuvred 
by Benjamin Netanyahu, the 
Israeli prime minister. 

Mr Netanyahu has 
brushed aside international 
criticism, saying he expected 
the US “to do the right 
thing” during the UN debate, 
and telling Jewish settlers 
this week Israelis were the 
"landlords” of Jerusalem. At 
home, he has enjoyed mini- 
mum pressure from the 
opposition Labour party. 


This could change follow- 
ing a sustained attack on his 
policies by Ezer Weizman. 
Israeli president. In recent 
days he bas adopted an 
unambiguously critical 
stance towards Mr Netan- 
yahu. accusing him of being 
“cut off from reality" while 
"the nation does not know 
where the prime minister is 
leading it 1 ’. 

Although Mr Weizman is 
known to speak off the cuff, 
his interviews with Israeli 


radio, television and newspa- 
pers were prepared in 
advance, signaling his deter- 
mination to break through 
the opposition's wall of 
silence to Mr Netanyahu pol- 
icies. 

Mr Weizman dismissed 
any suggestion he was over- 
stepping his powers, which 
are largely ceremonial. He 
said he had, after all. been 
asked by Mr Netanyahu to 
help restart the peace talks | 
last year. 
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HIV: the cost to development 
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Speculators against the 
rand hold their fire 


^ u The Congo Brazzaville 

E f .. : governmenl. which took 

\- r •• ; power last year oner a civil 
1 - ^ ; war. said vesierday Thai it 

would halfl elec lions within 
, • three v ears jnd possibly 

■ within months. Hadoi phe 
y- •• Ad ad’ foreign minister, ileft) 

' \ /; ! said the government hoped 

/ \ this month t'< receive Intema- 

“iVJk.:' . i nonal Monetary Fund 

V.VV/ . 1 ' approval for 3 rational devel- 

opnent programme. Mi 
' A< ^3 da 'vas speaking ir. Lon- 
don on the latest leg of a 
tour ol western centies ol 
power to promote his coun- 
try' s "fresh start" under the 
pf^idency or Denrs Saosou- 

Nguesso. who was the country’s military ruler oetween 1&79 
and 7992. Mr Sassou-Nguesso lost power after gening 17 per 
cent of the vote in a presidential poll. Mr Adada said the elec- 
tion had been delayed because of the 'marsr.c destruction” 
the country suffered during the four-month civil war. in which 
10,000 people died. Mr Adada said the government miencee 
to accelerate the rate ot privatisation m an attempt to trans- 
form the mainly state-run economy. Michael Peel, London 
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Tamed in the rich west by 
expensive miracle drugs, Aids 
is exploding in the poor world 

David Pilling reports from Geneva on a global health disaster - 
but one that only affects those too poor to afford the cure 1 


T hird World delegates at 
this week's Aids confer- 
ence irt Geneva must 
feel like children in a sweet 
shop as they wander 
through the corporate stands 
offering the latest drugs to 



World Aids 
conference 


everyone's priority list. Thai- 
land, for instance, pursues a 
policy of 100 per cent con- 
dom use in brothels. 

Since the policy began In 
1991. the number of sexually 
transmitted diseases has 


uunuig luc w * — — 

combat HIV, the vims that poor, they're still trying to Mien dramatically and the 
causes Aids. Except that, in make money out of us." country appears to have the 
this candy store, the jelly Those drugs that do find HIV epidemic in check, 
beans cost S15.000 and the their way to Africa - some- Data collection is also 
sherbet dabs 830.000. times, though not always, at vitally important, says Mr 

Virtually uo one in the reduced prices - are used to Over. If yon do not know 
developing world, where 90 treat high-ranking govern- who is spreading the disease 
per cent of the world's 30m ment and military officials, you cannot stop it. Many 
HIV victims live, can possi- not the general public, he governments, for example. 
My afford the drugs that are' says. find tt hard to accept -that 

working miracles in the Some countries, such as their militaries - tall of sex- 
west. Since 1996. triple cock- Brazil, have pledged to do all ually active, mobile young 
tails of anti-retroviral drugs they can to make advanced men - are an important con- 
have successfully suppressed anti -retroviral treatment duit of infection. “How many 
H3V levels in patients to widely available. Brazil countries have realised that 

below detectable levels, plans to spend $600m next their own soldiers are their 

allowing North American year on therapy, twice the biggest internal security 

and European patients to amount the international threat?” he. asks, 

lead comparatively normal donor community will come Governments should also 

lc ““ . .. . r — 1 L. ._Uk. ntraari informahnn hntVl r»n 


Governments should also 


lives Without the drugs, up with for the entire world, spread information, both on 
HIV brines certain death. “If they can afford it, how to avoid the disease and 

5U the .epidemic S. 0 ,? 1“ “ ” n “ 


is being tamed in the west, it taH 

is exploding out of control in Left UflCneCKea, 

much of the developing ... 

world. In many southern Aids Will have 

African countries, one in 

four adults is HIV-positive. Wiped OUt 

Life expectancy in Bot- 

swan a, which recently ZimbaDwe S 

touched 68, is likely to drop t 

to the low 40s. India has 4m development 
people with HIV, the highest . . iU i— »+ 

S»I In the world. And gains of the last 

although the disease has decades 

been slow to spread in TOUr aecaaes* 

China, it is now present in - 

every prorince. „* - „ a v S 


infected. Mr Over supports 
big efforts on the treatment 
of opportunistic infections, 
such as malaria and tubercu- 
losis. which prey on people 
whose immune systems are 
weakened. He does not 
believe, though, that Aids 
should take priority over 
other health problems, some 
of which may be preventable 
at much less cost - for 
example through the provi- 
sion of clean water. 

Neither, says Mr Over, 
does HIV necessarily wreak 


eve T y pr °ui^'nfnewinfeo- that’s great,” says Mead the economic havoc some 
lead to millions o over, a health economist at have suggested. As devastat- 

„ ntradiction between the World Bank and CO-au- ing as HIV is in human 
The contradicno a H ank policy terms, wealth per capita Is 

SCi ?and C the^ acSl- research report entitled Con- often unaffected by theepi- 
west and the disease accei. fronflng ^ g^. be demlc. In countries where 

eraoon m in tions. such a treatment-fOr- the poor are disproportion- 

r’T.lS T£ny£ Slffli uSiel, to be atdy affected, per capiu 
Sam >^ llb31 ^’ - ^ sustainable even In rela- income may even nse. 

research associate of sus prtJ3pem}iS BrazU. In Mr Over's views are con- 

population Couiwd taN poorer coun- troversial even within the 

robi. First, he “ tries of Asia it Eout of the World Bank. To some, they 

his own sovermnent ;ja* WJ! ^ » 11 make sense .where the epi- 

those of develop- q ^ ^ not ^ counsel of demic Is in its early stajra, 

ing countries whose despair, he insists. There are but where it is well estab- 
uoraic misinana^^^M pdjafes iead- lished it smacks of too little 

believes, has renaMen m ^ ^ pursue, too late, 

too poor to aspire oarticujai-iy (though not Callisto Madavo, the 

advanced treatment ^ clusive i y ) where the epi- Bank's vice-president for i 

for example, can dfimic ^ its nascent stage. Africa, calls the epidemic the 

health budget of J»«* Governments must con- biggest single threat to the 

person a cen tra te on putting their continent’s development. 
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which he whev»wj p high-risk groups such- a* development gains we have 
twring a* - -ad- prostitutes or drug users made in the last four 

who are .not affray top of locate,.- 


South African markets 
recovered some of their 
poise yesterday as the specu- 
lative assault on the rand 
subsided, but economists 
were unwilling to declare 
the currency crisis over. 

“It’s premature at this 
stage to call a turning point 
in the rand," said Carole 
Mason, group economist at 
Investec Bank in Johannes- 
burg. "We've had such an 
enormous shock and it’s 
happened so quickly. The 
external situation is still 
very volatile.” 

The rand has fallen 16 per 
cent in five weeks, with 
much of the decline recorded 
since last Friday. 

Currency speculators have 
turned against emerging 
markets in general and 
South Africa in particular, 
partly because the Reserve 
Bank has scant foreign 
reserves to defend the rand 
and Is also reluctant to push 
interest rates so high they 


UN chief 
discusses 
case of 
Abiola 


Kofi Annan, United Nations 
secretary-general, met Abdu- 
sal am Abubakar. Nigeria’s 
new military ruler, yester- 
day as government officials 
said Moshood Abiola, the 
detained politician, could be 
released this week, Renters 
reports from Abuja. 

Fred Eckhard. Mr Annan’s 
spokesman, said the case of 
■ Chief Abiola had been on the 
agenda, as well as Gen Abu- 
bakar’s promise to restore 
civilian rule. 

The official said Mr Annan 
and Bmeka Anyaoku, Com- 
monwealth secretary- 
general, would discuss Mr 
Abiola’s claim to the presi- 
dency on the basis of 1993 
elections. The annulment of 
that vote lies at the root of a 
political crisis in the oil- 
producing West African 
country of 104m. 

“The government is trying 
to get an undertaking from 
Abiola not to claim the presi- 
dency. If he agrees, then he 
could be released this week." 
the official said. “It will also 
show that Nigeria respects 
world opinion.” 

Mr Abiola, 60, has been 
detained since 1994 when be 
proclaimed himself head of 
state in defiance of General 
Sani Abacha. who died sud- 
denly, aged 54, on June 6 as 
he headed towards presiden- 
tial elections on August 1 in 
which he was the sole candi- 
date. 

Gen Abubakar has dis- 
tanced himself from his pre- 
decessor’s defiance of world 
opinion by ordering the 
release erf more than 30 polit- 
ical prisoners and promising 
to establish genuine democ- 
racy. 

World opinion has drifted 
away from supporting Mr 
Abiola’s claim, as Tony 
Lloyd, visiting European 
Union envoy and British 
junior foreign office minis- 
ter, made clear last Friday. 

Mr Lloyd angered many 
Abiola supporters by saying 
the millionaire no longer 
had a valid mandate for the 
presidency. Those support- 
ers, concentrated in south- 
western Nigeria, demand 
that Mr Abiola be made head 
of a national unity govern- 
ment as the only way to 
leave behind the 1993 elec- 
tions fiasco. 


choke off economic growth. 

Late yesterday, the rand 
was trading at R5.89 to the 
dollar in a volatile foreign 
exchange market, after ris- 
ing briefly to R5.79. It hit an 
all-time low of R6.15 on Mon- 
day. The Reserve Bank 
nudged up interest rates in 
the money market, where 
the average repurchase rate 
at which it lends to commer- 
cial banks increased to 20.21 
per cent from 20.08 per 
cent. 

The all-share index of the 
Johannesburg Stock 
Exchange rose marginally to 
6,771.6, while the gold share 
index advanced 4.3 per cent 
to 872.4 as investors calcu- 
lated the increase in rand 
profits gold mines would 
make from the sale of their 
output, which is priced in 
dollars. 

As calm returned to local 
financial markets, middle- 
class South Africans - who 
have become obsessed in 
recent days with the rising 
cost of home loans and for- 
eign holidays - reverted to 


more familiar topics of con- 
versation such as crime and 
politics. 

Meanwhile Sam Shilowa, 
genera] secretary of the Con- 
gress of South African Trade 
Unions, denied suggestions 
that the tripartite alliance of 
the r uling African National 
Congress. Cosat u and the 
South African Communist 
party was on the verge of 
collapse because of disagree- 
ments over the government’s 
conservative economic poli- 
cies. 

“This is not a short-term 
alliance based on political 
convenience,” he said, “It is 
a strategic alliance forged in 
the trenches of the struggle 
for political and economic 
liberation.” 

He acknowledged that 
there were arguments within 
the alliance but pointed out 
that they were as bad within 
each organisation as they 
were between the different 
groups. "If we took your 
point to its logical conclu- 
sion, it means that the ANC 
most split,” he said. 


Mayor puts up robust defence 

Gnolamhossem karbaschi. Tehran’s inavsr. again mounted a 
robust defence ol his nine years in emee in the fourth session 
yesterday of his trial for alleged corruption, embeaalemen! and 
“influence-peddling". The trial, widely seen as an attempt by 
the conservative-controlled judiciary to discredit Me rammed 
Khatami, Iran's reformist president is being televised live. 
Confronting the judge who. under Iran's Islamic law also acts 
as Investigating magistrate as well as coun prosecutor. Mr 
Karbaschi insisted that land and other transactions made on 
behalf of the Bonyad Mostazafan. the state foundation lor the 
oppressed and disabled, had been properly documented and 
involved no impropriety. Mr Karbaschi got unexpected sup- 
port from Ali Mohammed Besharan. a tormer interior minister 
under former president Hashemi Rafsanjani wno also 
appointed Mr Karbaschi. Mr Besharatr confirmed he had 
copies of the orders given to Mr Karbaschi to complete the 
transactions. Robin Allen, Tehran 


ALGERIAN DEMONSTRATIONS 


Protests over singer’s murder 

Thousands of Algerian Berbers marched through their crf } - 
stronghold of Tizi Ouzou. east of Algiers, yesterday to protest 
at the murder of popular singer Lounes Matoub last week. In 
Algiers, anh-rtot police and paramilitary gendarmes deployed 
at the main approaches to the city centre barred marchers 
from staging a similar protest. The protesters in Tizi Ou7ou. 
chanted anti-government. anti-Islamist slogans and urged the 
authorities to recognise the Berber language. Reuters, Paris 
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By making people partners, development aid paves the TTlOSC WllO 
way to a brighter future. On behalf of the German 

federal government, the KfW supports major invest- SUppOft (j £ VC 1 0 p I T1 (J 
menrs and reforms in developing countries. Our recent 

1997 report "New Trends in Financial Cooperation" COUHtriCS 


documents the results and the focus of these activities 
with numerous examples. We'll gladly send you this report 


and further details. Kreditanstalt fDr Wiederaufbau. 
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NAZI GOLD US LAWYERS BRING CASE AGAINST SWISS NATIONAL BANK, CONTROLLER OF WORLD’S THIRD LARGEST GOLD RESERVES 



Suit filed against 
Swiss central bank 


By John tatters in New Yorit, 
WHam Had in Zorich and 
Blcbanl Woffle fa Washington 

US lawyers yesterday filed a 
lawsuit against the Swiss 
National Bank, Switzerland’s 
centra] bank, alle g in g it had 
handled gold and other 
assets stolen by the Nazis 
during the war. 

Hie move, which had been 
expected, followed several 
reports by independent agen- 
cies, including both the US 
State Department and a 
panel of historians appointed 
by the Swiss government. 
These suggested the national 
bank had handled more sto- 
len assets daring the war 
than any of the Swiss com- 
mercial banks, which have 
so far been the focus of law- 
suits in the US. 

The decision to sue In a 
US court is controversial 
because - unlike the com- 
mercial banks - the h ank 
has no operating subsid- 


iaries In the country. But 
lawyers for the Washington 
firm of Cohen, Milstein, 
Hausfeld & Toll said they 
believed it was appropriate 
to sue the bank in the US 
under the Foreign and Sov- 
ereign Immunities Act, 
which permits US citizens to 
sue foreign governments and 
their agencies. 

Foreign governments usu- 
ally have legal immuni ty, 
but US law provides several 
exceptions, which Lawyers 
believe will apply in this 
case. These Include a “viola- 
tion of interna tional law” 
exception, and a “commer- 
cial activity” exception. 

The Swiss National Bank 
has no formal operating sub- 
sidiaries in the US, but it 
does control the world's 
third biggest gold reserves, 
and a large part is believed 
to be held at the New York 
Federal Reserve. The law- 
yers believe this enhances 
their ability to bring a suit 


against them in the US. 

The bank said yesterday it 
had not been officially 
informed that a class action 
had been filed. 

The SNB is unusual 
among the world’s central 
banks In not being govern- 
ment-owned. It is an inde- 
pendent joint stock company 
owned 54 per cent by the 
Swiss cantons and the can- 
tonal banks, with, the 
remainder of its equity held 
by around 3,000 private 
shareholders. The SNB’s 
shares are quoted on the 
Swiss stock exchange and 
closed SFr20 higher at 
SFri.240 yesterday. 

The move in New York 
coincided yesterday with a 
US government announce- 
ment of the end of the Allies’ 
efforts to return looted cen- 
tral h ank gold after more 
than 50 years. 

Stuart E izens tat, under- 
secretary of state, said the 
tripartite gold commission 
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VENEZUELAN FINANCE MINISTER 


Stuart Uz snstat announced winding up of tripartite go id commission yesterday 


AP 


would be wound up in Sep- 
tember. after distributing its 
final six tonnes of looted 
gold to countries invaded by 
the Nazis within 10 days. 

Three-quarters of the gold 
- worth around $41m in 
total - will be paid to a fund 
to help victims of Nazi perse- 
cution. It will soon be worth 
around (57.5m, including 


pledges from countries such 
as the US and the UK 

Representatives of more 
than 40 governments met 
yesterday to finalise plans to 
trace other assets lost in the 
Holocaust - including art, 
insurance and jewels - at an 
international conference In 
Washington in November. 

The World Jewish Con- 


gress yesterday placed its 
first estimates on the total 
value of all looted Jewish 
assets at between S9bn and 
$14bn, worth as much as 
(140bn in current prices. 
Hair of the total assets were 
stolen In Germany and 
Poland, in the form of per- 
sonal h ank accounts and 
investments. 


Fed warns banks not to let 
their lending standards slip 

Robust economy may lead lenders to take unduly rose-tinted 
view of borrowers’ prospects. Gerard Baker writes 


F or the past few months 
US officials have been 
travelling the world, 
advising Japanese and other 
Asian financial authorities 
about the crises in their 
banking systems - crises 
driven essentially by over- 
confidence in once surging 
economies, lax lending stan- 
dards and poor supervision. 

But as the Federal Reserve 
graphically warned yester- 
day, the mighty American 
economy is itself susceptible 
to much the same problems 
that have brought low the 
Aslan economies over the 
last few years. 

In an wwiwwl early warn- 
ing of potential difficulties In 
the financial sector, the Fed 


told banking supervisors 
nationwide to step up efforts 
to guard against a signifi- 
cant deterioration in loan 
quality as competition 
among banks for borrowers 
intensifies. 

The Fed's recommenda- 
tions flowed from a detailed 
survey it conducted into the 
lending standards applied by 
banks in approving loans to 
customers. 

This analysis, comparing 
lending practices in the sec- 
ond half of 1997 with those 
applied two years earlier, 
uncovered “noteworthy and 
measurable easing in bank 
lending terms and, to some 
extent, bank lending stan- 
dards". 


Though the central bank 
was quick to point out that 
there bad been no overall 
deterioration in loan quality, 
it made clear the still 
healthy state of banks' bal- 
ance sheets owed much to 
the remarkable condition of 
the economy at present, not 
to especially prudent lend- 
ing. 

“The overall quality of 
loans may not have deterio- 
rated significantly to this 
point, attributable in large 
measure to the salutary 
effects of a robust economy." 
the report said. 

Three years ago the Fed 
conducted a simiiMr survey 
and found a similar easing 
in credit standards in the 


years up to 1995. But as yes- 
terday's report made clear, 
the US banking sector was 
emerging then from the long 
financial difficulties of the 
early 1990s, which forced 
many banks to tighten lend- 
ing in what became known 
as a credit crunch. 

In those circumstances the 
easing of lending standards 
might have been considered 
a return to normal, sound 
banking standards, the Fed 
said. But this time, there 
was little doubt the Fed is 
much more concerned about 
what it has uncovered. 

The report found banks 
were far too focused on 
expectations of a continued 
rosy picture among their 
borrowers. 

“Approval decisions may 
be more often keyed to the 
borrower's current financial 
performance and to Infor- 
mal. individualised judg- 
ments as to whether that 
performance is adequate to 
cover potential downside 
risk," the Fed said. 

In its survey, the central 


hank found that in only 2030 
per cent of cases were banks 
producing formal projections 
of a borrower’s future perfor- 
mance. Analysis of so-called 
“downside scenarios" were 
even less common. 

The report also uncovered 
many instances where 
banks, in their competition 
to win business in the super- 
charged economy, were pay- 
ing insufficient attention to 
the relative risks of different 
types of loans - lending 
spreads were falling rapidly 
for all types of business. One 
other big area of concern 
was the growth of unsecured 
lending to real estate invest- 
ment trusts. 

To head off the danger of 
further deterioration, the 
Fed issued six specific 
recommendations on how 
banks might improve the 
quality of their lending: 

• Promote the use of for- 
mal. written credit policies; 

• Ensure credit approval 
processes are handled by 
experienced credit profes- 
sionals within banks; 


• Adopt the use of thor- 
ough and standardised loan 
approval documents; 

• Ensure forward-looking 
tools in loan approval pro- 
cesses - Incl uding full con- 
sideration of how things 
might go badly; 

• Adopt internal risk rating 
systems; 

• Check that proper man- 
agement information 
systems exist to ensure that 
new lending fits wi thin the 
bank's overall credit policies 
and does not lead to over- 
concentration of assets in 
risky sectors. 

Though the Fed empha- 
sised these were not new 
regulations, it made it dear 
that bank examiners across 
the country would be expec- 
ted to pay much doser atten- 
tion to the risks now grow- 
ing in the US banking 
system. Though no one at 
the Fed would dream of say- 
ing it, the implication is that 
banks need only look across 
the Pacific to see the dan- 
gers inherent in their bur- 
geoning self-confidence. 


Economic uncertainty 
heightened as Rojas quits 

Freddy Rojas Parra. Venezuela's finance minister, yesterday 
on* 

the government's five-year term, heightening uncertainty ow 
over the country's economic prospects. 

At the Mvaflores presidential palace, Mr Rojas dted per- 
sonal reasons for stepping down. 

His resignation comes as a shortfall in oil revenue has _ 
opened up a bodget deficit that could amount to as much 5 

per cent of gross domestic product 

“It adds to the economic uncertainty caused by Hugo 
Chdvez {a former coup leader} leading foe poBs" before 
December’s elections, said Ricardo Penfold, senior analyst 

with Santander Investment Bank In Caracas. 

Mr Rojas wil be replaced by Maritza Izaguirre, Venezuela s 
representative at the Inter-American Development Bank in 
Washington. Raymond Cofitt, Caracas 

LATIN AMERICAN CONFERENCE 



Investment deterred’ 


US confidence soars 

Foreign economic crises failed to dent American optimism last 
month, as the consumer confidence index rose to 137.6, Its 
highest for 29 years, according to foe Conference Board in 
New York. While the overall index rose by 1.3 paints from 
May's level, the widely watched Expectations Index, which 
triggered a decline in the Indicator in May, rose newly 2 
points bn June to 115.2. The Present Situation Index moved 
from 170.9 to 171.1. 

“Most American consumers see both the economy and foe 
job market as healthy and strong,” said foe Board, a New 
York-based business group. 

Lynn Franco, director of foe group, said: “Despite continu- 
ing turmoil in Asia and growing questions about the strength 
of foe stock market, consumer confidence continues to top 
year-ego levels. The strong American Job market continues to 
fuel consumer optim i s m , with little let-up in sight” 

Only 9.5 per cent of Americans label current business con- 
dWons as “barf, about the same as In May. About 44 per 
cent say jobs are “plentiful”. Nancy Dunne, Washington 


. it. 


Latin America’s poor legal safeguards create an unattractive 
environment for investors and have hampered growth of foe 
region's stock markets, a study far the World Bank has found. 

The region should put better corporate governance at foe 

top of foe policy agenda, it recommends, after examining why 
countries In Latin America have fewer initial public offerings 
(IPOs) of shares and smaller, narrower capital markets th an 
simferty wealthy countries. 

The study, by Rafael La Porta and Ftorenclo Ldpez-de- 
Silanes of Harvard University, finds that Latin American coun- 
tries offer poor protection for creditors in case of corporate 
bankruptcy and weak enforcement of laws. Such weaknesses 
mean that funds are not encouraged into securities, and own- 
ership of shares Is concentrated in a few hands. 

The findings were presented at a World Bank conference In 
San Salvador this week, when the case was pressed for Insti- 
tutional reforms fri Latin America and foe Caribbean to spur 
growth and reduce inequality. James Witoon, SBn Satvador 
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Europe sees surge in lift truck sales 


By Peter Marsh la Stuttgart 

European sales of lift trucks, 
a bellwether of overall indus- 
trial growth, are set to 
expand by 12 per cent this 
year, according to forecasts 
by Linde of Germany, the 
world's biggest maker of 
these products. 

The predict! cm underlines 
signs of stronger investment 
by many manufacturing and 
service sectors across the 
continent, helped by particu- 
lar indications of expansion 
by much of German Indus- 
try- 

According to Linde, sales 


of lift trucks In western and 
eastern Europe are likely to 
reach 230,000 this year, com- 
pared with 205,000 last year. 

“The market is improving 
and we think there will be 
fturther strong demand next 
year," said Gerhard Full, 
Linde's chairman, ■ in an 
interview. 

European sales of lift 
trucks total about S5bn a 
year. They are used to move 
a range of products by com- 
panies in such sectors as dis- 
tribution. manufacturing 
and retailing. Sales in recent 
years have been boosted by 
greater use of just-in-time 


methods in manufacturing 
and distribution. Sales of the 
products in Europe grew 7 
per cent In 1997 compared 
with 1996 and there had been 
wearies in the industry that 
sales growth would decline 
thin year. 

However, according to Mr 
Full, the biggest single fac- 
tor affecting the strong 
increase in demand this year 
has been signs of strong 
investment in Germany - 
which accounts for about a 
quarter of total European 
sales of the products. "We 
are seeing signs of compa- 
nies in Germany reshaping 


their operations and also 
catching up with a backlog 
of demand from the past 
when investment was rela- 
tively low." said Mr Full He 
also said strong growth in 
demand had been registered 
in Spain, Britain and Italy. 

Linde accounts for about a 
third of lift truck sales in 
Europe, including both spe- 
cialist warehouse trucks and 
sales of other trucks nor- 
mally seen in factories and 
goods yards. Other large 
companies include Nacco of 
the US, Toyota of Japan and 
Junghelnrlch or Germany. 

The signs of stronger 


demand are causing Linde to 
increase production at its 
plant in As chaff en b urg, 
Europe's biggest lift truck 
factory, from 20,000 last year 
to 23,000 this year. 

Indications of an uplift in 
the lift truck industry coin- 
cide with forecasts by the 
VDMA, the trade association 
for Germany's engineering 
Industry, but output by Ger- 
man engineering companies 
will increase this year by 
per cent, the biggest year-on- 
year rise since 1989, as a 
result of stronger manufac- 
turing investment across 
Europe. 


BAe wins US 
arms contract 


By Alexander Meal, 

Defence Coneqnndent 

Royal Ordnance, the 
munitions subsidiary of Brit- 
ish Aerospace, is to operate 
the US army’s high explo- 
sives plant In Tennessee 
under an unusual contract 
announced yesterday. 

The award to a Virginia- 
based subsidiary of the Brit- 
ish company Increases the 
foothold of UK defence com* 
panics in the US at the same 
rims as BAe is negotiating 
with European rivals on con- 
solidation of the weapons 
industry across Europe. 

Royal Ordnance will oper- 
ate *«*> maintain the EToi- 
ston army ammuni tion plant 
at Kingsport. Tennessee, 
which is the only US manu- 
facturer of the explosives 
HMX and RDX. 

Under the 1 75m 25-year 
contract, the US government 
will continue to own the 
plant, but Royal Ordnance 
will employ the workforce 
which will be roughly halved 
from the existing level of 
420. 

Royal Ordnance will be 
the sole supplier of HMX and 
RDX to the US army for five 
years under a separate $88m 
contract Because the Hol- 
ston plant win be temporar- 
ily closed while it is modern- 
ised, 40 per cent of the 
explosives under this con- 
tract wQl be made at its 
plant at Bridgwater, Somer- 
set, UK. 


The aim is not only to sup- 
ply the army but to attract 
new business to Holston 
when it has been modern- 
ised. In addition to meeting 
normal US needs, Holston 
has to be kept ready to pro- 
duce large quantities to 
replenish stocks if the US 
becomes involved in a major 
conflict. 

Winning the contracts in a 
competition with two other 
bidders will give a boost to 
Royal Ordnance, which last 
year failed to win an impor- 
tant order for towed howit- 
zers in the US and has been 
rationalising in the face of 
reduced demand for ammu- 
nition from the British 
army. 

It supplies warheads for 
several US-made missiles 
and is competing for US con- 
tracts including the Joint 
Stand-Off Weapon and spe- 
cial penetrative warheads 

for cruise missiles. 

With the munitions indus- 
try in Europe heavily over- 
populated by national suppli- 
ers with much-diminished 
order books, BAe Is believed 
to be discussing joint 
ventures between Royal 
Ordnance and companies 
such as Rhelnmetall of 
Germany. 

Six European governments 
will next Monday sign a let- 
ter of intent intended to 
smooth defence industry 
rationalisation. 


Cbafiengor tank. Page 12 


Caribbean leaders 9 plea 
to EU on banana plan 


By Canto James to St Lucia 


Leaders of the Caribbean 
Community (CaricomJ, con- 
cerned about changes being 
contemplated by the Euro- 
pean Union to its banana 
Import regime, will urge 
Brussels to adopt less radical 
alterations which they feel 
will not severely damage the 
economies of several Islands 
dependent on trade in the 
fruit. 

The leaders of the 15-mem- 
ber community are uneasy 
about aspects of the EU 
plans, although some con- 
sider the changes to be 
"inevitable,” according to 
delegates to the animal sum- 
mit of the 15-member com- 
munity in St Lucia. The EU 
is proposing to scrap its sys- 
tem of licensing imports 
which the US and some 
Latin American exporters 
claim discriminates In 
favour of Caribbean produc- 
ers. 

"From what we have seem 
of the proposed changes, the 
Windward Islands which 
depend on banana exports 
for a half of their export 
earning, will be hardest hit," 
a senior St Lucian govern- 
ment official said yesterday. 
Other producers such as 
Belize, Jamaica and Suri- 
name would also be hurt but 
less so. 

Caribbean leaders are con- 
cerned that the EU considers 
increased aid is one answer 
to the problems the region 



Seymour Mulfings: Jamaica 
dbsturbed by US lobbying of EU 

will face if Its banana mar- 
ket is disrupted. The region 
wants trade, not aid, say del- 
egates. and needs time and 
help in diversifying island 
economies from over-depen- 
dence on preferential access 
for their bananas. 

Some governments are 
also unhappy about what is 
perceived as continuing US 
efforts to influence the shape 
of a new EU banana import 
regime, and feel Washington 
should stay out of the matter 
after its successful com- 
plaint to the World Trade 
Organisation. 

Jamaica is "extremely dis- 
turbed” that the US has been 
lobbying some EU members 
to oppose the European 
Commission's proposals for 
chang ing the banana import 


preferences, said Seymour 
MuDings, the island’s foreign 
trade minister. "Such action 
would be most unfortunate, 
given that under the terms 
of the WTO’s ruling, the EU 
has until January 1 to start 
implementing its new 
regime, and has already Indi- 
cated its intention to comply 
with that decision,” be said. 

Caricom leaders will use 
the summit to prepare for 
the start in September of 
negotiations between the 
African. Caribbean and 
Pacific (ACPI group and the 
EU for a trade pact to suc- 
ceed the Lome Convention, 
which expires in 2000. The 
region is opposed to EU sug- 
gestions that six regional 
pacts, rather than one con- 
vention, would be more suit- 
able in meeting the different 
needs of the 71 ACP mem- 
bers. There Is also continu- 
ing concern about the ElTs 
plans to link future assis- 
tance to the manner in 
which ACP governments 
conduct themselves. 

Caricom is moving 
towards the creation of its 
own common market, which 
Its leaders say will help 
members prepare for the 
hemispheric Free Trade 
Area of the Americas, 
planned for 2005. However, 
some of the community's 
smaller members worry that 
the customs union and open 
markets will put their econo- 
mies at a disadvantage. Edi- 
torial Comment, Page 23 


Delay on 
modified 
seeds 
urged 

By Robert Graham in Paris 


NEWS DIGEST 

IMPORT TAX 


The French parliament has 
recommended a two-year 
moratorium on the introduc- 
tion of genetically altered 
rape seed and endorsed the 
Jospin government’s cau- 
tious approach to the use of 
new types of com. 

The recommendations 
were made in a report pre- 
pared by the national assem- 
bly’s scientific evaluation 
office, assessing the implica- 
tions of using genetically 
altered products on agribusi- 
ness a n d the food chain. The 
assessment is not binding 
but underlines the continued 
concern felt by French pub- 
lic opinion about the coun- 
try’s important agricultural 
community becoming depen- 
dent upon widespread use of 
genetically altered seed in 
order to raise productivity. 

In March this year France 
voted against the EU’s 
authorisation of genetically 
altered rape seed. The report 
followed this up by suggest- 
ing there should be no 
change in the authorities’ 
attitude, observing a morato- 
rium “for two years up to 
the year 2000." 

However, the focus of 
debate has been on the use 
of three new varieties of 
corn produced by Novartis, 
the Swiss multinational, 
which were authorised by 
the government last Novem- 
ber. Here the report said 
that "barring new scientific 
evidence", the Novartis per- 
mit should be allowed to 
continue on an experimental 
basis for three years. 

The report warned that 
the three types of Novartis 
genetically altered corn 
should only be put on the 
market in conditions of 
strong "bio-vigilance* 
involving a transparent pro- 
cess of labelling. 

Yesterday’s assessment 
followed a "citizen's confer- 
ence" staged 10 days ago 
under the aegis of the same 
parliamentary office in 
which experts were ques- 
tioned by a panel of ordinary 
people. Hie conference high- 
lighted the extent of public 
confusion on the issue. 


Russia acts to protect 
domestic sugar producers 

Russia plans to Introduce a tax of between 60 and 70 per 
cent on raw sugar Imports to protect national sugar produc- 
ers. foe ministry of Industry and trade said yesterday.. 

An official said a final decision on introducing taxes was 
expected within foe next two weeks. The commission also 
planned to Introduce a tax on white sugar imports, he said, 
but he did not specify foe level 
“The question of taxes on white sugar (imports) needs seri- 
ous examination and I am not yet ready to name the figure," 
he said. 

Russian raw sugar Imports had climbed to 2.53m tonnes 
in 1997 from 1.253m in 1995. In the first half of 1998 
raw sugar imports grew to 2.8m tonnes, a fourfold 
increase yaar-cn-year. At the same time sugar beet output 
In Russia fell to 1.337m tonnes in 1997 from 2.064m 
in 1995. International Staff 

Commodities and agriculture: markets report. Page 30 

MAGAZINE DISPUTE 


Canada rules out adverts tax 

The Canadian government has ruled out taxing advertisers 
who place advertisements in US magazines sold in Canada. 

The proposal was one of several under consideration by the 
federal government to protect Canada's magazine Industry, 
primarily from US publishers that want to print Canadian edi- 
tions heavily laden with foreign advertising. That would enable 
magazines such as Sports Illustrated to offer cheaper rates to 
Canadian advertisers. 

Advertisers, however, strongly opposed the proposal and 
the Canadian government is considering a number of other 
options. 

One alternative would be to provide direct subsidies to 
Canarfian magazines, but that would be costly for taxpayers 
and would make publishers dependent on the federal govern- 
ment 

Canada is scrambling to devise measures to protect its 
magazine industry in the wake of a World Trade Organisation 
ruflng last year that Canadian regulations designed to protect 
natio nal p ublications contravened international trade laws. 

Canada Is obliged to rescind those measures, which include 
Import tariffs and postal subsidies, by the end of October. 

Scott Morrison, Toronto 
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Marubeni in Rolls-Royce pact 

Marubeni of Japan and Rolls-Royce of the UK have reached 

agreement on the development of foe Rolls-Royce 500 jet 
engine for long-haul jet Bircraft. 

The Japanese trading house win cover up to 10 per cent of 
foe development costs In exchange tor rights to make parts 
for foe turwne. 

Maruberite the first Japanese trading house to enter the 

aircraft parts manufac&aing sector. Fiat of Haly and Lucas 
Industries of foe UK have also Indicated the* intention to par- 
tapatomfoe project, but Marubeni will have the lamest stake 
in the development programme. 

TteTrant 500 b set to be used in foe A340-500 and A340- 
6 QQ long-haul aircraft, made by Airbus Industrie 

Biwnsooviai staff 
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Ryanair, Europe’s largest low feres airline, is pleased to 
announce the acquisition of 45 Next Generation 737-800 
series aircraft from Boeing, die world’s largest aircraft 
manufacturer. These aircraft will enable Ryanair to offer 
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1995 1996 1997 1998 

our low feres to many more markets in Europe and to 
continue to expand Europe’s largest and most 
successful low fares airline. Ryanair and Boeing, 
an unbeatable team! 
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ECONOMIC STIMULUS HOUSING REFORM SEEN AS WAY TO REINVIGORATE CONSUMPTION 


China unveils 
further cut in 
interest rates 


By James Kypge in Brijfcig 

China announced its fifth 
interest rate cut in just over 
a year yesterday in an 
attempt to stimulate an 
economy which is being hit 
increasingly hard by Asia's 
fin a ncia l crisis and flagging 
domestic consumption. 

Commercial bank lending 
rates are to be cut from 
today by an average 1.12 per- 
centage points to around 6.5 
per cent for loans of up to 
six months, and around 6.9 
per cent for loans of up to 
one year, the official Xinhua 
news agency said. Deposit 
rates are to be cut by an 
average 0.49 points. 

Economists said the cut 
appeared timed to boost 
demand for mortgages and 
spur the commercial sale of 
China’s state-owned housing 
stock which was due to start 
today. Around 90 per cent of 
China's urban homes are 
still owned by state organi- 
sations. and commercial 
b ank s have promised to 
make available RMBiOObn 
(512bn) in mortgages, up by 
more than RMB72bn com- 
pared with last year. 


The government lead by 
Zhu Rongji, China's premier, 
hopes that housing reform 
will provide the economic 
impetus to reinvigorate 
domestic consumption and 
compensate for a flagging 
export performance. Officials 
have said the sale of state- 
owned houses, using mort- 
gages of up to 70 per cent of 
the purchase value, could 
add 1.8 percentage points to 
gross domestic product this 
year. Some of this would 
come in home appliance 
sales. 

The rapid decline in export 
growth, which contributed 
about 2 percentage points to 
last year’s 8.8 per cent GDP 
growth, has prompted the 
government to find new 
ways - sucb as housing 
reform and Increased inha- 
structure investment - to 
attain a GDP target of 8 per 
cent this year. 

In the Gist quarter, growth 
was 7.2 per cent and some 
economists expect that pace 
to slip further in the second 
quarter. 

Chinese leaders, during a 
US-China s ummi t last week, 
reiterated a pledge not to 



Unemployment rate 
soars in Japan 


China's President Jiang Zemin (toft), with Tung Chee-hwa, Hong 
Kong chief executive, being greeted on his arrival to celebrate the 
anniversary of the former colony's handover from Britain Reuters 


devalue their currency, the 
renminbi, despite a weaken- 
ing export performance. 
Exports fell by 1-5 per cent 
in May, their first registered 
decline in 22 months and far 
below the 20.9 per cent 
increase for the whole of last 
year. 

Economists said that the 
interest rate cut might also 
have been intended to sup- 


port China’s domestic stock 
markets, though some of the 
earlier rate cuts this year 
have failed to impress portfo- 
lio investors. 

Shanghai's hard-currency 
B share index closed 
slightly lower yesterday at 
40.8 - near its low for the 
year - before the interest 
rate adjustment was 
announced. 


Shanghai restores synagogue 


By Gffian Tett in Tokyo 

The jobless rate among 

Japanese men surged to a 

post-war high of 4J3 per cent 
last month, pushing it above 
the comparable rate in 
America. 

This Is only the second 
consecutive month that Jap- 
anese male unemployment 
has overtaken the US. In 
April Japanese male unem- 
ployment was 4 5. per cent 
while in the US it briefly 
dipped to a low of 8J per 
cent, before rising to 42 per 
cent in May. 

The reversal highlights 
the dramatic divergence 
between America's current 
buoyant economy and 
Japan's economic downturn. 

Nevertheless, these new 
picture of economic gloom In 
Japan yesterday also fuelled 
hopes that the government 
will soon unveil more eco- 
nomic reform - particularly 
as the US is now appealing 
for fresh action by Tokyo to 
prevent a slump in the yen. 
The Nikkei 225, the main 


stock market indicator, for 
example, surged 3.02 per 
cent to close at 15,83027 

after new signals emerged 
that Japan is preparing to 
tackle its banking crisis. 

Tomorrow the ruling Lib- 
eral Democratic party will 
unveil plans to create a 
"bridge bank” with a man- 
date to seize the assets of 
failed bank, according to 
plans approved yesterday by 
Ryutaro Hashlzooto, Japan's 

p rims minister. 

The scheme would operate 
in a similar manner to the 
model used to clean up the 
US savings and loans crisis 
of the early 1990s, Mr Hashi- 
moto sa id. This means that 
if a private bank failed it 
would be temporarily turned 
into a government-controlled 
bridge bank under new man- 
agement. 

The new institution would 
sell off had assets, but tem- 
porarily maintain lending 
levels to sound borrowers, 
using, if necessary, funds 
foam a recently announced 
Y30,000bn (S212bn) finan- 


cial support package. 

The scheme's main aim is 
to prevent a com merci al 
hank failure from triggering 
the sort of bankruptcies 
among healthy corporate 
borrowers that would fur- 
ther hurt economic growth. 

p umm el Ibuku, labour 
minister, said yesterday: 
“The unemployment situa- 
tion is very severe now. It is 
difficult to solve it unless we 
solve the banking problems 
ami bad loan [problems]. 

The government yesterday 
put May's jobless rate for 
men and women at 4.1 per 
cent, the »»ne as in April, 
which was a post war high. 
Pete- Morgan, economist at 
HSBC securities said: "This 
is just a pause after the big 
jumps seen in the previous 
two months. It looks bound 
to rise above the US rate of 
43 per cent soon.” 

Many economists suspect 
the Japanese data probably 
understates the total com 
pared with US figures as it 
uses a very narrow defini- 
tion of “unemployed". 


starts 
to pay 
arrears 


Graduates feel the squeeze of 
an economy in trouble 


By James Banting in Shanghai 

Shanghai has restored one of. 
the last remaining syna- 
gogues in China, reopening 
to the public for the first 
time in more than 40 years 
the most important place of 
worship for the city’s once 
flourishing Jewish commu- 
nity. 

Madeleine Albright, US 
secretary of state, and Hil- 
lary Rodham Clinton, the 
First Lady, will visit the 
refurbished synagogue 
today, reinforcing the mes- 
sage of pluralism and reli- 
gious freedom that has been 
central to President Bill 
Clinton's tour of China. 


The Ohel Rachel Syna- 
gogue in the. centre of 
Shanghai hosted its last Jew- 
ish service jn 1952, after 
which China's Communist 
government took over the 
grand Spanish-style build- 
ing. In recent years it has 
been used for storage by the 
municipal Education Com- 
mission. 

But the synagogue was 
once the most prestigious 
house of prayer for the city's 
prominent community of 
Jews. In the late 19th cen- 
tury, Jewish merchants 
came to China from Iraq via 
India and, later, some 20,000 
Jews escaped central Europe 
during the second world war 


and found refuge in Shang- 
hai - the only place in the 
world at the time for which 
a visa was not an entry 
requiremenL 

The Shanghai government 
pledged earlier this year to 
restore the run-down, ivy- 
covered old synagogue, 
spending RMB500.000 
($60,000). 

But Jews will not be able 
to hold services at the Ohel 
Rachel. The Chinese govern- 
ment's strict regime of reli- 
gious control recognises only 
Bud dhis m. Islam, Christian- 
ity and Daoism and does not 
officially permit Jewish ser- 
vices. The 200-strong com- 
munity of expatriate Jews 


living in Shanghai today 
hold services in hotels or pri- 
vate residences and the 
authorities pretend not to 
notice. 

Rabbi Arthur Schneier. 
who was part of a delegation 
chosen by President Clinton 
to consider issues of reli- 
gious freedom in China and 
lobbied for the restoration of 
the synagogue when be met 
Shanghai's mayor, Xu 
Kuangdi. earlier this year, 
said yesterday: “Just as 
there was a glorious past of 
Jewish life tn Shanghai, 
going back to the silk trad- 
ers, we will see the growth 
of the expatriate Jewish 
community here again." 


Now your R/3 implementa tion 

aster. 



Alexandra Harney 

on the decline of 
job opportunities for 
the young 

A sk Ando Kana, a 22- 
year-old recent univer- 
sity graduate, about the 
(Uture of the Japanese earn- . 
a my and she paints a dismal 
picture. An architecture 
major who was turned down 
by several design companies 
last year, Ms Kana now 
works as a guard at a con- 
struction site. 

“Thinking about the 
future makes me anxious. 
With so many construction 
companies going bankrupt, 
you have to be careful where 
you look for a job,” Ms Kana 
says. On her early morning 
commute, she picks up a 
weekly magazine to check 
the latest listing of compa- 
nies that have gone under. 

Caught between employee 
cutbacks and cost reductions 
of massive corporate restruc- 
turing and a hanking sector 
burdened with bad loans. 
Japan's university graduates 
are feeling squeezed. 

Unemployment, which hit 
a record 4.1 per cent in 
April, is highest among 
those aged 15 to 24 at 82 per 


cent, according to the Minis- 
try of Labour, followed by 
those between 55 and 64 at 
49 per cent 

“In an over-regulated 
labour market like Japan, 
younger,. people take the 
brunt of"' a recession. The 
- problem is that thd easiest, 
way for companies' to cut 
back is- not to hire new grad- 
uates”- because of older 
workers; employment con- 
tracts, says Jason James, 
economist at HSBC James 
Capel in Tokyo. 

Japanese companies,. fac- 
ing collapsing profits and a 
credit crunch, are hiring 
more temporary staff, cut- 
ting working hours, encour- 
aging their older employees 
to retire early, and holding 
back on new hiring. With 
bankruptcies on the rise, 
opportunities for new 
entrants to the workforce 
are dwindling. These 
changes have forced Japan's 
recent graduates to take a 
tougher look at the compa- 
nies they choose. 

As a graduate of top- 
ranked Kelo University who 
is interviewing at think 
tanks and securities firms 
put It “In the past, people 
chose companies by name 
alone. But last year, when so 


many hanks were in trouble 
and Yamalchi Securities 
went bankrupt we all real- 
ised that just because it is a 
big company with a well 
known name, it doesn't 
mean that it is totally 
secure. Now. hardly, anyone 
is choosing companies only 
by name. " 

Instead, financially stable 
companies that offer practi- 
cal experience - including 
linguistic, technical and 
computer expertise - are 
most In demand. 

Foreign companies are the 
biggest beneficiaries of the 
recent , shift In the labour 
market The number of new 
graduates applying to for- 
eign companies jumped from 
119 to 162 per cent last year, 
according to Recruit Japan's 
biggest job search group. 
The changes are also bolster- 
ing applications to tempo- 
rary staff companies and 
. computer training schools. 

One recent graduate of the 
prestigious Meiji University 
who enrolled in a master’s 
programme after a job 
search in the public sector 
failed, says he returned to 
school because “information 
and knowledge, rather than 
goods, wiU be what makes 
money in the future". 


By Sander Th oeoes in J akarta 

Bankers said yesterday that 
Indonesia's central bank had 
started but not completed 
payments for more than 
51 tm in trade arrears owed 
by commercial banks, boost- 
ing chances for a resumption 
of- trade financing and 
rescheduling of $9-2bn In 
bank debt. 

Indonesia pledged earlier 
this month to pay all 
short-term and trade arrears 
owed by banks to foreign 
lenders before July, mee t ing 
a condition for rescheduling 
of $92bn in off-shore bank 
debt over four years. Inter- 
national banks have also 
pledged to resume trade fin- 
ance for Indonesian banks, 
vital for reviving exports, 
were this condition met. 

Yesterday's deadline was 
also the first test for a wider 
debt rescheduling pact, 
signed in Frankfurt, which 
provided a framework for 
renegotiating payments of 
more thaw STObn in corpo- 
rate debt “Partial payments 
have come through in bits 
and pieces,” one foreign 
hanker in Jakarta said. 
“They have all been made by 
the central bank.” 

Bankers said fall pay- 
ments were not expected. In 
part because of delays in rec- 
onciliation of debt claims 
between Indonesian and for- 
eign banks. “It's a huge 
logistical nightmare.” one 
banker said. “As long as a 
good start is seen I don’t 
think Jane- 30 is so vitaL” 

The central bank pay- 
ments tm behalf of commer- 
cial b anks will be regarded 
as loans, adding to some 
Rpl44.000bn ($9.5bn) pro- 
vided in liquidity lending to 
dozens of struggling banks. 

The arrears include over- 
due trade arrears, money 
market debt and forward 
contracts of less than six 
months. They do not include 
some $i5bn in forward 
swaps, widely used for spec- 
ulation by banks. 

It is unclear to what 
extent international banks 
will meet their pledge to 
resume trade financing to 
the level they provided in 
April, already a fraction of 
financing offered a year ago. 

As the rupiah has lost a 
third of its value since the 
agreement was signed, many 
bankers say the corporate 
debt rescheduling frame- 
work appears unlikely to 
attract many debtors or 
creditors. 
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Joseph Estrada prepares for his inauguration yesterday Reuters 

Estrada vows help 
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Vowing to put the poor at 
the top of his agenda and 
warning business of tough 
times ahead, Joseph “Erap" 
Estrada was yesterday 
sworn In as 13th president of 
the Philippines. 

Hundreds of thousands 
flocked to Manila's Lire eta 
Park to hear the former 
movie star outline his 
administration's programme 

for the next six years. In a 
combative inaugural address 
peppered with populist 
promises and nationalist 
asides, Mr Estrada declared 
the hour of the masses had 
finally come. 

"In the six years of the 
Ramos administration, the 
economy was paying big div- 
idends to its biggest stock- 
holders." he thundered. 
“This time, why not to the 
common people as well, for a 
change? Must we always 
measure progress only by 
the golf courses of the 
rich?" 

To roars of approval, Mr 


Estrada declared as all-out 
war against graft and cor- 
ruption. Crime, which was at 
its worst In big business and 
government agencies and 
too often condoned by a cor- 
rupt Judiciary, would no lon- 
ger be tolerated, he warned. 

Mr Estrada swept to a 
record victory in presidential 
elections last month. The 
poor, who represent about a 
third of the population, are 
captivated by the former big 
screen hero who once played 
gun-toting Robin Hood-type 
roles. 

Yesterday, those who Had 
gathered for the carnival -like 
inauguration were provided 
with 5.000 roast pigs and 
20,000 chickens by a charis- 
matic Catholic sect 

The business community 
has been largely impressed 
with Mr Estrada's cabinet 
appointments and a 10-polnt 
plan designed to minimise 
fallout from the regional tur- 
moil. But with worse to 
come, analysts say the prior- 
ity will he limited to contain- 
ing the damage. 


NEWS DIGEST 


SALE OF MCKLAND AIRPORT _ 

NZ aims privatisation at 
‘mum and dad’ investors 

New Zealand "mum and dad” Investors are being targeted by 
the government trying to sefl Its 51.6 per cent stake in the 
Auckland International Airport The treasurer, Winston Peters, 
says that unlike previous privatisations of state assets, where 
most shares were sold overseas, this will be a “people's float” 
designed to keep control of the asset In New Zealand hands. 

The government is expected to raise up to NZ$450m 
(US$229m) from the sale of Its stake, which will be offered to 
all New Zealand residents with a minimum subscription of 
1,000 shares. The indicative price range is between 9NZ1.50 
and NZ$2 a share. 

Mr Peters said yesterday this was the first privatisation 
where the government had sold shares directly to the public. 
Previous state asset sales had first been offered to big inter- 
national companies as the government sought to maximise 
the sale price. Terry HaB. Wellington 

PROTESTER KILLED 


European envoys quit E Timor 

A three-man mission of European Union ambassadors left 
East Timor early yesterday in response to the kilting of a pro- 
independence protester. Fearful of sparking new demonstra- 
tions, the ambassadors of the UK. Austria and the Nether- 
lands b roke o ff 8 visrc intended to assess observance of 
human rights and hear Timorese views on a new proposal by 
President B.J. Habibie for limited autonomy in the territory. 

Their arrival had sparked a wave of protests, and Indone- 
sian security officials who accompanied them killed one Tirno- 
rase and wounded four on Monday when a group of demon- 
strators attacked their van. One man was shot on Saturday 
during a dash between supporters and opponents of a refer- 
endum on independence. 

SfK !lL!S y P^Hdonasian Timorese had 

been staged by local officials loyal to Jakarta, 
of ateraloried Indonesia's hard line on the status 

*** offics but has ruled out a 
referendum. Sander Thoenes, Jakarta 

THAI ECONOMY 


Manufacturing output foils 

P™?* 3 ™ irate foil 16.6 per cert. 
33 producbon declined in all leading 
a cta, except texture, petroleum praduebfend 

15 Bank effects a 

° °°rapemKro export martlet we 
aKcrenected m other Thai economic figures yesterday. 

coSm^S !i£^i? emand hurt vehictes “a parts, 

declfoe this year, Wtifani 
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BRITAIN 


Regulator demands power station sales 


By Andrew Taylor, 
litStres CoTBspaodeat 


National Power and Power- 
Gen. Britain’s two largest 
fossil fuel electricity genera- 
tors, must sell some of their 
coal-fired power stations to 
reduce their “unacceptable” 
market power, the industry 
regulator demanded yester- 
day. 

Professor Stephen Little- 
child, the regulator, said 
generators last winter bad 
increased system marginal 
prices, a key element of 
wholesale prices, by 30 per 


cent. This could not be justi- 
fied by a rise In demand or 
reduction in capacity, he 
said. 

The generators’ strategy 
appeared to be to make a 
profitable withdrawal from 
coal fired generation “at the 
expense of customers and 
also at the expense of coal as 
a fuel for electricity genera- 
tion," he added. . 

The government last week 
signalled that it wanted to 
see some power station dis- 
posals by the large genera- 
tors as part of broad ranging 
reforms to make the electric- 


ity sector more competitive. 
Geoffrey Robinson, paymas- 
ter general, (a Treasury min- 
ister). is understood to have 
indicated that disposals by 
the two generators of 
4000MW-6000MW. represent- 
ing about 20 per cent of their 
coal fired capacity, would be 
satisfactory. 

Prof LlttlechBd is thought 
to be looking for much 
greater levels of divestment 
This could undermine gov- 
ernment efforts to encourage 
generators to increase pur- 
chases of British deep mined 
coal while reforms are imple- 


mented. Previously, Prof 
Uttlechfld has indicated he 
would like to see disposals of 
tq> to 1DGW, Yesterday, be 
refused to be drawn on the 
amount of capacity he would 
like to see sold but he was 
prepared to call for a Monop- 
olies & Mergers Commission 
investigation if he could not 
reach a voluntary agreement 
with the generators. 

National Power, which 
argued last week that fur- 
ther divestment was unjusti- 
fied, said yesterday it would 
"be bolding discussions with 

the regulator". 


PowerGan has offered to 
sell a 2000MW power station, 
representing about 20 per 
cent of its coal fired capac- 
ity. It hopes this would free 
it to buy East Midlands Elec- 
tricity, the country’s third 
la r ges t regional electricity 
supplier. PowerGen said on. 
Monday it had agreed to buy 
East Midlands from Domin- 
ion Resources of the US in a 
deal worth £L9bn ($3J7bn). 
Previously, ministers have 
prevented the generator 
from buying a regional sup- 
plier because of concerns 
over its market power. Prof 


COVENT GARDEN MANAGEMENT REPORT REJECTS PRIVATISATION AND PROPOSAL TO MERGE WITH COMPANY 


Opera board accused 
of arrogance on funds 


Roanoal limes Reporters 
and agonies 

The board of the Royal 
Opera House. Covent Gar- 
den. was accused yesterday 
of “arrogance and presump- 
tion" in its dealings with 
public funds, in a report 
from Sir Rlcbard Eyre, for- 
merly artistic director of the 
Royal National Theatre. He 
said the Royal Opera House 
“must seize the opportunity 
of its re-birth in the new 
Covent Garden" to open Its 
doors to new audiences. 

But he added that it 
needed more subsidy to sus- 
tain it He rejected privatis- 
ing the theatre or cramming 
in the English National 
Opera to save money. He 
said greater access by ordi- 
nary people was vitaL 
“The world of the subsi- 
dised arts has been tainted 
by the opprobrium that has 
attracted itself to the Royal 
Opera House." Sir Richard 
said yesterday. 

A series of financial and 
management crises at 
Coveut Garden had 
prompted Chris Smith, cul- 
ture secretary, to ask Sir 
Richard to draw up a report 
Mr Smith had floated the 
idea that the Royal Opera 
and the Royal Ballet should 
be merged with English 
National Opera and share 
Covent Garden's refurbished 


£214m f$358m) building, 
which is due to be completed 
in December 1999. 

Following Sir Richard’s 
report, published yesterday, 
Mr Smith acknowledged that 
the “magic bullet" solutions 
of privatisation or merger 
were now ruled oat He was 
reluctant to promise that 
Covent Garden would 
receive a higher subsidy, 
much would depend on the 
Government review of public 
expenditure which should be 
published later this month. 

In contrast. Sir Richard 
said yesterday that the Arts 
Council needed an extra 
£60m on top of its annual 
budget of £189m to do a 
decent job. In return he said 
that arts companies must be 
better, and more account- 
ably, managed - or lose 
their subsidy. 

By the end of July. Mr 
Smith expects both the 
Royal Opera House and 
English National Opera to 
respond to specific criticisms 
made by Sir Richard. In par- 
ticular, Covent Garden will 
be expected to bring its sala- 
ries into line with the rest of 
the- subsidised sector; at the 
moment, Sir Richard esti- 
mates that It has two-thirds 
more jobs paying over 
£30,000 a year than compara- 
ble flagship arts companies 
such as the Royal Shake- 
speare Company. 


It must also improve its 
stage crew working agree- 
ments; make a cost benefit 
analysis of its marketing 
budget; review the produc- 
tivity of the chorus and 
orchestra; and introduce a 
system to allow the calcula- 
tion of physical production 
costs. This could involve the 
combining of workshops 
with the ENO to create econ- 
omies of scale, the only sug- 
gestion of pooled resources 
made in the report 
Sir Richard also suggests a 
more streamlined manage- 
ment structure led by an 
artistic director; higher 
prices for premium seats 
especially at first nights in 
order to cut the cost of 
cheaper seats; and no com- 
plimentary tickets for "opin- 
ion formas". He agrees with 
the Government that Covent 
Garden must improve access 
in the new house and 
Increase its educational 
work. Mr Smith yesterday 
wrote to the heads of the two 
opera houses, urging them 
to take up Sir Richard's 
reform proposals as “an 
overriding priority". 

But officials were at pains 
to point out - perhaps as 
much to Gordon Brown, the- 
chanceilor of the exchequer, 
as to a generally opera- 
sceptical public - that the 
culture secretary will not 
contemplate any increase in 



the companies' £15m Arts 
Council grant until "serious 
reforms" are up and run- 
ning. 

“There is absolutely no 
question of further money 
until they get their house 


firmly in order," said one, 
insisting no decisions could 
be made until the depart- 
ment's expenditure review 
was complete. "It's very 
much a question of action 
first, money later.” 


Curtain down on policy of ‘knowing recklessness’ 


A mixture of arrogance and incompetence 
destroyed public image as well as creating 
the vast deficit, says Anthony Everitt 


A nyone who has ever 
taken a serious look 
into the Royal Opera 
House would have nibbed 
his eyes in bemused aston- 
ishment Sir Richard Eyre is 
only the latest or a long line 
of assessors to condemn the 
organisation's management 
practices. 

The chief responsibility for 
this situation lies at the 
doors of the board. In the 
1980s and early 1990s, they 
spent what they thought 
they needed rather than 
what they knew they had in 
the bank. 

Lord Sainsbury of Preston 
Candover, who was a board 
member and chairman for 


much of this time, was the 
leading proponent of this 
policy of (in Sir Richard’s 
words) "knowing reckless- 
ness". The Arts Council and 
the government were to be 
shamed into making up any 
shortfalL 

Alongside this, even 
though many of the coun- 
try’s top businessmen sat 
around its table, the board 
was never really able to get 
its hands on the levers of 
power at Covent Garden. 
Although its artistic record 
has been excellent, the 
administrative structure was 
decentralised. 

The opera house was a lab- 
yrinth of Byzantine complex- 


ity where people were left in 
place long after the need for 
their services had vanished. 
This record of arrogance 
faeadiiy mixed with incompe- 
tence has not simply led to 
huge deficits. It has 
destroyed the ROH’s public 
image. 

This is why Sir Richard 
Eyre’s key recommendation 
in his report for Chris Smith, 
the chief minister for cul- 
ture. is so problematic. He 
argues that the organisation 
needs a larger revenue grant 
to help finance its operations 
- although only after a 
tough financial review (for 
example, top managers’ sala- 
ries are to be reduced to the 
going rate in the UK arts 
world). 

In the past 12 months, the 
board and management have 
been turned inside out and 


the organisation has been 
restructured. But these 
changes haye all been 
effected in an atmosphere of 
confusion and mistrust. 
They have not noticeably 
enhanced the ROH’s reputa- 
tion. 

Unless carefully managed, 
the Eyre report’s recipe of 
lower ticket prices could 
simply mean for a theatre 
used to full houses that 
existing well-heeled audi- 
ences would receive an even 
better bargain. There is a 
limit to the number of video 
productions which broad- 
casters will transmit or 
video shops can sefi. 

What might attract popu- 
lar support would be if the 
Royal Opera toured its pro- 
ductions around the country. 
But Sir Richard, sensing that 
costs might outweigh bene- 


fits. proposes only small- 
scale tours. Sensibly, privati- 
sation has also been rejected 
as a viable option. 

Without any subsidy at all, 
the Royal Opera might be 
able to afford festival sea- 
sons, becoming a kind of 
urban Glyndeboume, but is 
hard to see more than one of 
the two Royal Ballet compa- 
nies, if that, making its way 
in the world without state 
support 

So what is to happen now? 
Sir Richard’s call for 
increased subsidy is imprac- 
tical at the present stage, 
especially In light of the gov- 
ernment’s preoccupation 
with its own public Image. 

One has the sense that he 
knows this perfectly well 
and his report presents no 
ambitious, revolutionary 
schemes. 


EU court 

rejects 

sacking 

during 

pregnancy 

By Andrew Beiper, 
E m p friym e a t ConespowteGt 


edwfttas 

Sir fficfiard Eyre takes the stage before opera aOnMstration critic 
Gerald Kaufman, who chan the Commons cuttm committee 


Employers may not rifamiao 
a pregnant woman because 
of absences from work 
caused by pregnancy-related 
illnesses, according to a rul- 
ing yesterday by the Euro- 
pean Court of Justices 
The judgment, binding cm 
all employers in the Euro- 
pean Union, is a belated vic- 
tory for Mary Brown, a van 
driver from Glasgow. Scot- 
land, who was fired eight 
years ago by Rentokll, the 
UK environmental services 
group. 

The ruling is In line with 
the UK’s 1996 Employment 
Rights Act, which said it 
was unlawful to ritemtsa an 
employee "because she Is 
pregnant or has given birth, 
or for any other reason con- 
nected with her pregnancy 
or childbirth”. 

The Luxembourg-based 
court said contracts which 
gave employers the right to 
dismiss workers after a stip- 
ulated length of absence 
could not apply in cases of 
pregnancy: "Such a dls 
missal can affect only 
women snd therefore consti- 
tutes direct discrimination 
on grounds of sex.” 

But it held a woman's 
absences after maternity 
leave may be used in com- 
puting the time that would 
justify dismissal' under 
national law, on the same 
conditions as a man’s 
absences, of the same dura- 
tion, through incapacity for 
work. 

The court was responding 
to a 1996 request from the 
House of Lords, which 
wanted a European ruling 
on bow to Interpret EU rules 
on equal treatment for the 
sexes. 

“This is a significant 
strengthening of pregnant 
womens' rights." said the 
the European Commission, 
which supported Mrs 
Brown's case in arguments 
before the court 
Mrs Brown was unable to 
continue driving for Rento- 
kfl two months after becom- 
ing pregnant, because of a 
related illness. Rentokll fired 
her 26 weeks after she 
stopped working because her 
work contract limited 
absences to 26 weeks. 


NEWS DIGEST 


T.i fflgrhfid said the abfltty of' 

the two largest generators to 
prevent decreases in genera- 
tion prices when costs had 

faTlon and new entrants barf 

come into the market dem- 
onstrated “an unacceptable 
extent of market power". 

A threat by the regulator 
to call for an monopoly 
probe persuaded the genera- 
tors In 1996 to lease SOOQMW 
of coal-fired capacity to East- 
ern Group. National Power 
in 1997-98 accounted for 21, 
per cent of UK electricity 
generation and PowerGan 20 
per cent. 


JAPANESE 'OCEAN DOME* CO NCffT 

Mitsubishi in talks over 
$ 250 m project for resort 

Mitsubishi Heavy Industries, which developed the Ocean 
Dome in Miyazaki, southern Japan, is discussing prospects 
for a similar project with restaurants and an artificial lagoon In 
the north-west England coastal town of New Brighton. 

Wtrral Council, the municipal authority for the town, hopes 
to secure UK government and European Union funds to help 
attract private backers for the project, expected to cost 
£M50m ($250m). 

New Brighton emerged as a coastal resort at the turn of the 

century, and in Its heyday boasted a pier, the second-biggest 
tower In Europe after the EJffa! Tower in Paris, a cable car and 
Europe's biggest outdoor swimming pool, its decline began In _ 
the 1960s as tourists went further afield. 

Dekvtte & Touche, the accountancy firm, is due to complete 
a feasibility study to August SieHa Jones, Manchester 


PENSIONS MIS-SHJJNG 






Broker is fined $335,1 


The Personal Investment Authority has fined J & H Marsh & 
McLennan, the insurance broker, £200.000 (5335,000) for 
compliance faifings relating to the review into pensions mis- 
sefftng. 

The regulator said it had also ordered Marsh & McLeflan to 
pay costs of £5,600 and reprimanded the company after it 
taxed to meet its deadlines for clearing up priority cases of 
people wrongly advised to opt out of occupational pensions 
frrto personal schemes in the late 1980s and early 1990s. 


URBAN TRAFFIC CONGESTION 


Move to make motorists pay 

John Prescott, deputy prime minister and chief transport min- 
ister, is to press ahead wtth plans to charge motorists for 
driving in cities within the next two years, ending reports that 
the prime mkifeter's office has shelved such moves until after 
the next general election. 

Mr Prescott wants to move quickly because he feels the 
public is ready to embraoe new charges for motorists, provid- 
ing the money’ is re-invested locally in pubic transport. The 
new measures w91 be outlined in this month’s transport policy 
paper, which wl set out the government's plans to switch 
people bom care to public transport 

Initially motorists could be asked to buy a permit, to be 
attached to their windscreen, entitling them to drive into a city 
centre during certain hours. George Parker, London 
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ROYAL FAMILY 


Pensioner prince has rail pass $$ \ 

The royal family's attempt to present a more frugal face to the ' ^ 
world has led to Prince Philip and Princess Margaret acquiring 
old age pensioner's rail passes from the government it 
emerged yesterday. Oueen Elizabeth, on the other hand, has 
eschewed the pass and continues to enjoy the lavish plea- 
sures of the royal train - which took her to the Epsom Derby 
this year at a cost of over £11,000 (SI 8,370). The details were 
revealed yesterday in the first annual report on the £17m royal 
travel budget, which showed an overall saving of £2m on the 
previous year. George Parker, London 


HOUSE OF COMMONS 


Action urged on junk faxes 


Plenty of top&zr 
fbe<cuR PftDR X 0 > 
LMfil ACtArtMTT 
OMSbUCHET) 


The government yesterday 
came under renewed pressure 
to tackle the menace of junk 
foxes - the unsolicited mail 
which clogs up fax machines 
and gobbles up paper and ink. 
Christopher Fraser, opposition 
■ Conservative party MP for Mid 
Dorse*, claimed that an increas- 
ing number of people were 
being "driven macf by junk 
foxes, especially if they had a 
phonaftax machine at home. Mr 
Fraser promoted a bill in the 
House of Commons which 
would prohibit the multiple 
transmission of unsolicited mar- 
keting faxes without the prior 
consent of the recipient The bill 
stands no chance of becoming 
law, but could influence ministers as they grapple with the 
problem of how to Implem e nt an EU directive which covers 
the same question. George Parker and Alan Cane, London 
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Web bookstore 
to sell US titles 


By Alice Rawsthom in London 

Amazon of the US, the 
world’s largest internet 
bookseller, plans to launch 
on amazon.co.uk retail site 
this year which will stock a 
large selection of US books 
as well as UK ones, and offer 
deep discounts on best- 
selling titles. 

Simon Murdoch, managing 
director of Bookpages, the 
UK-based online book 
retailer bought by Amazon 
early this year, said the 
details of the UK launch 
were still being finalised. 

However, he confirmed 
that Amazon will change the 
name of its UK retail site 
from bookpages.co.uk to 
amaz on.co.uk later this year. 
The amazon.co.uk site went 
online yesterday but at pres- 
ent points consumers to 
Amazon's US site and to 
Bookpages in the UK. 

When the site starts sell- 
ing books, it will add US 
titles to Bookpages’ existing 
} am -strong UK stocklist. Mr 
Murdoch said it would offer 
"competitive” prices - as 
Amazon does in the US, 
where it discounts books by 
as much as 40 per cent 
Amazon is preparing for 
its UK launch at a turbulent 
time in the fast-growing 
online book market Earlier 
this month, W.H. Smith, the 


UK’s largest bookseller, 
bought the Internet Book- 
shop, the specialist online 
book store. Waterstone’s. 
Dillons and other significant 
book retailers, are also 
expanding their internet 
activities. 

Many UK consumers still 
order books from US-based 
sites, notably Amazon and 
the Barnes & Noble online 
operation. These US sites are 
attractive to UK book buyers 
because they offer deep dis- 
counts and an opportunity to 
purchase US titles before 
they go on sale in the UK. 

Mr Murdoch said Amazon 
had decided to turn Book- 
pages into its UK base to 
offer a more efficient service 
to customers in the UK and 
other European countries. It 
hopes to supply “a large 
majority" of its UK custom- 
ers “within two or three 
working days" of receiving 
their orders. 

Amazon has not yet 
decided exactly how to 
expand Its stocklist, but is 
talking with the Publishers 
Association, which repre- 
sents UK book publishers, 
about selling US titles from 
its UK site. 

li> the talks. Amazon also 
hopes to clarify the legal sit- 
nation on the copyright 
problems of setting US edi- 
tions from its UK site. 


‘World-beating’ tank reaches army 2Vz years late 


By Alexander fficoB, 

Defence Correspondent 

The British army took 
possession of its first regi- 
ment of Challenger 2 tanks 
yesterday, two-and-a-half 
years late. 

The army's relief at receiv- 
ing them was tinged with 
unease, however, about a 
likely redaction in the role 
of main battle tanks as a 
result of the government's 
defence review. 

Some of the 38 tanks deliv- 
ered by Vickers, the manu- 


facturer, were put through 
their paces during a live fir- 
ing exercise across the 
ranges at FaTUngbostel in 
northern Germany. 

Army officers said yester- 
day’s handover ceremony 
underlined the UK's inten- 
tion to retain the capability 
for high intensity warfare 
involving tanks, as well as a 
strong presence In Germany, 
where Britain keeps an 
armoured division. 

But the trend in western 
armed forces Is away from 
tanks, towards lighter, more 


mobile forces which can be 
deployed to the world’s cri- 
ses. 

Some senior officers 
believe the Challenger 2 will 
be the army's last main bat- 
tle tank. It is buying 67 
Apache attack helicopters in 
keeping with the new 
emphasis on speed and 
mobility. 

The Royal Scots Dragoon 
Guards are the first regi- 
ment to be equipped with 
Challenger 2s. The army has 
ordered 386 for £lbn 
(Jl.67bn) pins £300m for 


logistics and support. John 
Reid, armed forces minister, 
witnessed the exercise and 
said the Challenger 2 was 
“truly a world beater with 
excellent prospects in the 
export market". 

Vickers had to re-vamp 
manufacturing processes, as 
wall as its relationships with 
suppliers, after the Ministry 
of Defence found too many 
faults in the Challenger 2 
tanks in 1995 and delayed 
accepting them into service. 

The ministry ordered a 
series of production reliabil- 


ity trials, which Vickers has 
passed. Sir Colin Chandler, 
Vickers chai rman , said Chal- 
lenger 2 "is not only the 
most formidable main battle 
tank In the world, it is also 
the most reliable". ’ 

The strategic defence 
review, likely to be 
published within the -next 
two weeks, is expected to 
reduce the number of 
regiments equipped with 
tanks. Although the order 
for Challenger 2s is not 
likely to be reduced in size, 
some new tanks could be 


used, mainly for tr aining 

Following the changes at 
its factories. Vickers is hop- 
ing to play an important role 
in consolidation of the over- 
crowded European armoured 
vehicles industry. 

But it has so far won few 
export orders for Challenger 
2 and recently lost out to a 
consortium including GKN. 
-In a competition to build per- 
sonnel carriers for European 
, armies. German companies 
appear likely to be dominant 
in the European rationalisa- 
tion. 
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Unionist leader expected to be made first minister today 


By John Minay Brown 
bi Belfast 


Lord Alderdice. who on 
Monday announced his sur- 
prise resignation as the 
leader of Northern Ireland’s 
cross-community Alliance 
party, has been appointed 
initial presiding officer - or 
speaker - of the region's 
new assembly. He remains 
in the party. 

Lord Alderdice leaves his 
position at a critical time, 
just four days after leading 
the Alliance party into the 
108-s2at assembly. It won 
only six seats - not enough 
for a place on the new deci- 
sion-making executive. 

He admitted that the elec- 
tion result “wasn't what I 


David Trimble, leader of the 
Ulster Unionist party. Is 
expected to be elected first 
minister of Northern Ireland's 
regional government when the 
newly elected assembly meets 
for the first time today, John 
Murray Brown writes. 


wanted. Hie standard I set 
myself for this election is 
that Alliance would get 
between 8 and 10 seats and 
that would qualify us far a 
cabinet seat - we did not 
achieve it". 

A close aide said Lord 
Alderdice had decided to 
stand down as leader after 11 


John Hume, leader of the 
moderate nationalist Social 
Democratic and Labour party, is 
Hcely to be made deputy first 
minister. 

Mr Trimble should be able to 
count on the support of his 28 
assembly members, which 


years to make way for new 
blood. He was the youngest 
party leader in Northern 
Ireland when he beat Sea- 
mus Close far the job in 1987. 

A consultant psychiatrist 
and son of a Presbyterian 
minister, be was only the 
second Protestant leader of a 
party that has tried to 


together with the two members 
of the Progressive Unionist 
party would be enough to 
overcome opposition from trig 
rival Democratic Unionist party 
which g pledged to block 
power-sharing arrangement} 
with nationalist parttes. 


attract support from Protes- 
tant and Roman Catholic 
communities. 

When unionist parties 
refused to travel to Dublin -■ 
let alone talk to Sinn Ffein, 
the Irish Republican Army’s 
political wing - Lord (then 
Mr) Alderdice was conduct- 
ing talks with parties in the 


Irish Republic. His formal 
links in the republic are 
with the Progressive Demo- 
crats. but he is also close to 
Fine Gael, the largest opposi- 
tion party which fa led by 
John Bruton, the former 
prime minister. Indeed John 
Cushnahan, former leader of 
the Alliance party, fa now a 
Fine Gael member of the 
European paiiiament 
Lord Alderdice was the 
first of the pro union politi- 
cians to talk directly with 
Gerry Adams, the Sinn Fein 
president, and hfa role strad- 
dling the divide between the 
two traditions has often 
been difficult. Many nation- 
alists stall see the Alliance 
party as apologists for the 
policy of the UK government 


chief 



- a suggestion Lord Aider- 
dice strongly rejects. 

Hfa elevation to the House 
of Lords, the uneiected 
upper house of the British 
parliament, gave his party a 
platform in Westminster. He 
was nominated by Paddy 
Ashdown, leader of the Lib- 
eral Democrat party. In the 
tords. he takes the Liberal 
Democrat whip on non-Irlsb 
questions. 

With the Northern Ireland 
assembly set up. the Alli- 
ance’s rote as bridge-builder A 
wlfl increase. Given the tight JR \ 

arithmetic-or the assembly,^ 

“tore will be pressure on the 
Alliance to abandon non- 
ahened status so that it can 
he counted in one or other of 
the community voting blocs. 
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r the past 25 years we’ve been surveying the hottest investment 
alvsts in town. The Extel Survey rankings help Aose involved in the 
Jment industry recognise new talent as well as compare year on year 
■ U lts What’s more, we’ve placed an increased emphasis on pan- 
ropean research and the: impact of EMU. The industty’s most eagerly 
^ited and authoritative annual survey is now available. 


To order your copy of the 199S Ranking of Investment Analysts Survey 
price £380 (p&p inc.) contact Karen Bailey on: tel +44 171 825 8754/ 
+44 171 825 8434, fax +44 171 60S 2032, or email karen.bailey@ft.com. 
You can also take a look at our web site at http://www.info.ft.com/ 
That only leaves us to toast the winners of the 25th Extel Survey 
of Investment Analysts. 




(jDpta Albert Frank 
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Cautious ascent by the 
smaller companies 


Start-ups are being hyped but big organisations still dominate internet 
trading - at least for the time being, says Vanessa Houlder 


P Smaller companies, it is 
often argued, are poised 
to be the real winners 
from electronic commerce. The 
internet, the theory goes, makes 
size irrelevant It levels the com* 
petitive playing field by allowing 
small companies to extend their 
geographical reach and to secure 
new customers in a way formerly 
limited to much larger 
companies. 

But even if true in principle, 
there is still a yawning gap 
between theory and reality. Few 
online retailers are making 
profits; the exceptions are con- 
centrated in a handful of indus- 
tries such as books, software and 
compact discs. Doubts about the 
profitability or e-commerce weigh 
particularly heavily with smaller 
companies, which have neither 
the time nor the money to waste 
on technology that does not pay 
its way. 

The scepticism may be over- 
done. however. Some smaller 
companies are already enjoying 
significant benefits from internet 
trading - even though they are 
neither US-based nor in the most 
popular sectors for e-commerce. 
One example is Climb, a climbing 
equipment retailer with two 
shops in the north of England, 
which became one of the first UK 
companies to offer online shop- 
ping two years ago. 

Climb decided to experiment 
with internet trading on the 
grounds that its customers - who 
tend to be young and computer- 
literate with relatively high dis- 
posable incomes - were likely to 
be early adopters of e-commerce. 
It was quickly proved right. 
Before long, its web site, was the 
equivalent of an extra shop gen- 
erating annual turnover of 
£200.000 at its peak. 

The web revolutionises the way 
people think, says Adam Hanlon, 
general manager. “People will go 
to the web for information to 
make choices where previously 
they would have gone to a shop 
or bought a magazine. As a mar- 
keting tool. It is cruciaL" 

The success of Climb’s 
e-commerce project was built 
largely on export orders, princi- 


pally from Scandinavia. That 
flow of orders subsided as the 
value of sterling Increased. But 
the downturn In turnover had 
few damaging consequences for 
business overheads, since the 
web site cost nothing but the cost 
of a server and the time of 
Climb's staff, who update the 
site. 

But Climb Is unusual in being 
able to conduct e-commerce so 
cheaply. The costs of setting up 
web sites can easily run into tens 
of thousands of dollars. Dataxnon- 
itor, a research company, defines 
a small site as one that costs 
$10,000 to $15,000 to set up. A 
large site, it says, may cost up to 
$700,000. 

Much of the cost results from 
buying In web management 
skills. Most small businesses run 
by people who are not technically 
inclined wifi prefer to find web 
specialists to design and main- 
tain their sites. 

That said, the s kills needed to 
create relatively simple web sites 
are within the scope of many 
non-specialists. Several 
do-it-yourself kits are available 
that can help small businesses. 
Examples include the Floyd Con- 
sultancy's Shop Assistant (http:/ 1 
www.floyd.co.uk) which costs 
£199.99 plus VAT. Actinic Cata- 
logue (http:Uunow.actinic.com) 
which costs $349 and In ex c http.il 
touno.inex.com) which has prod- 
ucts ranging from $49 to $995. 

But companies considering set- 
ting up a transactional web page 
have to make a decision about 
how topical and sophisticated it 
should be. Companies that 
merely put a list of their products 
and prices on their web pages 
will find it hard to attract atten- 
tion, unless prices are heavily 
discounted. 

Web pages need to be both 
entertaining and frequently 
updated if they are to attract 
internet customers. But the need 
to maintain web pages is a prob- 
lem for many companies. Indeed, 
concern about the resources 
needed to set up and maintain 
web pages properly was seen as 
the biggest harrier to 
e-commerce by 5 00 small to 


medium-sized international com- 
panies which took part in a sur- 
vey by E-valuations Research for 
iCat, a Seattle- based web page 
design organisation. 

Another prominent concern 
raised by this survey was secu- 
rity. Many customers prefer to 
fax or telephone their credit card 
details for fear that they could be 
intercepted on the net A study 
recently conducted Cor the UK’s 
department of trade of industry, 
found evidence that only 13 per 
cent of UK companies with web 
sites carry out sales online. More 
than two-thirds of companies 
said security was a chief concern. 


‘How can smaller 
companies exploit 
e-commerce, and 
are they being 
left behind? ’ 


Worries about the security of 
credit card details are common to 
any business on the internet. But 
small, unknown companies on 
the internet have an extra prob- 
lem in winning the confidence of 
their customers, who are more 
likely to place orders with com- 
panies they already trust 

So, will e-commerce take off 
among smaller companies? Lev- 
els of uptake and usage among 
small and medium-sized compa- 
nies are still lower than in larger 
companies. That is particularly 
true for those employing fewer 
than 100, according to PFA 
Research. 

The relatively low uptake of 
e-commerce among smaller com- 
panies has troubled many gov- 
ernments, who see small compa- 
nies as a valuable source of 
growth and jobs. 

At a conference a few years 
ago, the G7 countries resolved 
that they would together support 
initiatives aiming at filling the 
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• The FTs review of 
Information Technology 
appears on the first 
Wednesday of each month 
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information gap for smaller com- 
panies on this lssue. 

Nonetheless. usage of the Inter- 
net by smaller companies 
appears about to rise. Datamoni- 
tor predicts that by 2000. 60 per 
cent of all business internet con- 
nections In Europe will be in 
companies with fewer than 10 
employees. 

Growth in the use of the in far- 
net will be driven by small com- 
panies, as they realise the bene- 
fits of communicating over the 
net with their business partners. 
In addition, tbey will increas- 
ingly want access to the web and 
use of functions such as online 
banking, it says. 

But even if smaller companies 
adopt e-commerce, what will it 
mean for their competitive posi- 
tion? Niche players, it can be 
assumed, will do welL Companies 
that offer unusual products may 
find a much larger customer base 
on the net 

But less distinctive companies 
may be disappointed. They will 
find that the internet extends 
their customer base only if tbey 
succeed in attracting new cus- 
tomers to their web sites. If retail 
customers gravitate towards a 
small number of web sites in 
each sector, under- 
resourced companies may find 
themselves at a disadvantage: 

So big may be beautiful, after 
all Forrester, the research com- 
pany, says big European compa- 
nies will use the net to get larger. 
“Europe's early growth period 
will favour deep pockets, leading 
brands, and readily summoned 
resources," it warns. “Given 
widespread net commitment in 
Europe, small start-ups have 
little advantage over real-world 
incumbents." 
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Conferences 

Mobile Comms 

The 1 0th Annual FT Mobile Communications Conference 

Royal Lancaster HoteL 14 & IS October 1998 

The 1 0th Annual FT World MoWle Communications conference will examine issues 
such as; the strategic role for mobile In the information age; how will operators 
grow their businesses In the competitive telecommunications market of the 
future!; what is the real potential or mobile multimedia and Internet 
services!; operator strategies for fixed-mobile convergence; the 
market potential for third generation systems 

DISTINGUISHED SPEAKERS INCLUDE 

Ms Barbara Roche MP 

Parliamentary Under Secretary 
of State for Small Firms 
Trade and Industry 

Mr Harts Snook 

Chairman of the Board 

• Orange pic 

Mr Tim Samples 

Managing Director 
One 2 One 

Mr MflJcom Bird 
General Manager 
Unwire, I Planet in Europe Ltd 

Mr Gerhard SchuJd 

Chairman of the Board 
MobUCom AG 

Professor Peler Cochrane 
Head of Research 
BT Laboratories 

In association with Mobile Communications 
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The end of the free ride 


Until the internet makes good business 
sense for telephone companies, users will 
continue to get what they pay for - slow 
access and unreliable service 


Why is it that you pay no 
more to send an e-mail 
around the globe than to 
send it across town? How 
come the cost of sending an 
e-mail does not depend upon 
Its length? Shouldn’t it be 
more expensive to access a 
distant web site than one 
closer to home? 

The economics of the 
internet are one of the great 
mysteries of our time. Most 
internet data travels on 
telephone networks, yet 
seems to get a free ride. This 
has helped to spur consumer 
interest in the internet, by 
keeping prices low, but in 
the long term it may be 
unsustainable and perhaps 
not even desirable. 

To unravel the conundrum 
of internet economics you 
have to dig into history. 
Beginning in the 1970s, the 
internet was created with US 
government funding to link 
researchers at universities 
and laboratories. 

As the internet grew, the 
US National Science 
Foundation underwrote the 
cost of “backbone" Internet 
links across the US. while 
telephone companies 
provided low-capacity local 
lines to internet users at 
standard telephone rates. 

As high tech businesses 
began to use the internet. In 
the early 1990s, they paid for 
higher capacity phone lines, 
and a "commercial" 
backbone network was 
created for business users. 

Even when the NSF 
withdrew its funding, in 
1995, telecom companies 
continued to provide 
backbone services on a 
"peering” basis. It was I 
assumed that each network 
carried traffic for the others, 
balancing costs, so no money 
was exchanged. This was all 
I very well when the internet 
I was used only by computer 
enthusiasts and researchers. 
But the explosion of 
commercial and consumer 
interest has changed the 
picture radically. 


Telephone lines in the US 
are now carrying more 
internet traffic than voice 
calls. Data will represent 
more than 90 per cent of 
communications traffic 
within a decade, some 
experts are predicting. 

From a telecoms industry 
perspective, the tail Is 
wagging the dog. Networks 
built and priced to carry 
voice calls are being usurped 
by the internet To 
accommodate the rising tide 
of data traffic, telephone 
companies are being forced 
to spend millions of 
dollars on extra network 
switches. 

Local phone companies 
derive minimal revenue 
from carrying electronic 
mail and web access, 
particularly in the US where 
local phone calls are 
generally free. However, 
increased demand for phone 
lines has been a boon for 
phone companies. Second 
phone lines are now 
installed in over 15 per cent 
of US homes, largely to 
provide internet access. 

Phone companies have 
also developed a booming 
trade providing businesses 
and internet access 
providers with high speed 
lines. Meanwhile, backbone 
operators are moving toward 
extracting foes from one 
another and from internet j 
service providers for use of j 
their networks. j 

In a parallel move that 
may herald “metered" 
internet use, Sprint, which 
operates a US backbone, is 
i planning to charge internet 
subscribers according to how 
much bandwidth tbey use. 

The effect of putting 
internet economics on a 
commercial basis may be 
higher user costs. Yet 
commercialisation is 
ultimately in the best 
interests of users. 

Until the internet makes 
good business sense to 
telephone companies, they 
are unlikely to invest to 


expand capacity and 
overcome internet traffic 
bottlenecks. Today, as 
internet users, we get what 
what we pay for - slow 
access and unreliable 
service. 


A case in point: AT&T’s 
move to acquire TCI cue of 
the largest TV cable services 
in the US, is great news for 
internet users, but not far 
the obvious reasons. 
Certainly, the takeover 
boosts the prospects of high 
speed internet access to US 
homes, via cable hook-ups. 
AT&T’s deep pockets may 
accelerate TCT’s efforts to 
upgrade its networks to 
provide “interactive" 
services. However, the 
broader significance of the 
deal is that it could shake up 
the US telephone industry 
and push regional phone 
companies to upgrade their 
networks. Most internet 
traffic rides on the networks 
of telephone companies, so 
progress in providing faster 
Internet access is dependent 
on the economics and the 
regulatory environment of 
the old voice telephone 
networks. 

To the extent that AT&T’s 
link with TCI upsets the 
status quo in telephony by 
bringing new competition to 
“local” telephone services in 
the US, internet users stand 
to gain as local phone 
companies respond by 
moving faster to create high 
speed data services. 


It is a bad season for bugs - 
in the garden and In the 
computer industry. The 
crawly variety seem to be 
proliferating here in the San 
Francisco area, following 
extended El Nino rains. The 
climate also seems to have 
affected the high tech world, 
where the latest bug comes 
in Intel’s new Xeon 
microprocessor. Intel cal ls 
the fault in Xeon, a powerful 
chip designed for use in 
workstations and network 
servers, an “erratum" - a 
flaw that emerges only when 
the chip is tested In 


four-processor 
configurations for high 
performance servers. Such 
problems are not unusual. 
Intel points out In the past, 
faults in the proprietary 
chips used by the world's 
computer manufacturers 
went largely unnoticed, 
except by the companies 
involved. 

But Intel's chips are in the 
spotlight because they are 
used by most of the world's 
computer companies. The 
Xeon bug will be eradicated 
in “a few weeks at most" 
Intel says. In the meantime, 
it is mailing an otherwise 
flawless move by the 
chipmaker to expand beyond 
the desktop and local 
network servers into the 
"big time" world of 
enterprise servers. 


Talking of gardens, what 
does yours look like from 
outer space? Well, you may 
not be able to pick out your 
seedbeds, but you might 
locate a large tree on a 
collection of aerial and 
satellite images available 
from Microsoft's new 
“terraserver" (www. 
terraserver. miarosoft.com ). 
Microsoft launched the 
website a week ago to 
demonstrate the scalability 
of Its database software as it 
moves into the enterprise 
computing market The 
company claimed that the 
repository of aerial images 
represented the biggest 
database on the internet 
with more than one 
terrabyte of data. 
Unfortunately for Microsoft, 
the effort backfired when the 
website was overwhelmed by 
visitors and turned millions 
away with error messages. 
Microsoft critics had a field 
day as it scrambled to get 
the website working. The 
problem was not in the 
software, Microsoft insisted. 
It was simply a matter of 
"capacity allocation". In 
other words, Microsoft bad 
not dedicated enough power 
to the website. With several 
powerful computers added. 
Terraserver is well worth a 
visit 

louiseiSiFT.com 
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Time spent 
watching the World 
Cup can stimulate 
positive feelings that 
benefit employees 
and employers 

Dear Professor Hunt, 

My employees have asked for 
time off to watch the World 
Cup when England is 
playing. I’m not a football 
addict myself, and I am 
. amazed at how important it 
seems to be to some people, 
but Tam not opposed to the 
idea of allowing them the 
. time. They work hard tmd 
this is one way I can show 
my appreciation. What is 
your view? 

Prof Hoot replies: 

Acceding to your employees’ 
request will certainly 
engender a positive spirit in 
the workplace, which may 
accrue any number of 
benefits. 

As a manager who is not a 
football fan. it may help you 
to understand the fervour of 
your employees if you put 
the World Cup in context. 

The need to have heroes, 
to belong to a winning band 
of worshippers, is a firmly 
established characteristic of 
human behaviour. On our 
own. our lives can feel 
burdened by limitations. 

. - Together, armed with a 
sense of belonging, we can 
..have a clarity of purpose and 
our lives are given meaning. 

' - Historically, it was 
religion that gave meaning 
to people's lives. It was the 
‘ "big story" that gave 
everyone a place in the 
. world, an explanation of how 
... we came to be here and a 
sense of where we might be 
going. The majority no 
longer believe that story, but 
the need to identify remains. 

Consequently, we look for 
smaller stories that may 
explain our lives to us - for 
example in the many 
self-help tomes in the 
bookshops. We create heroes 
out of film stars, football 
players, politicians and 
others as we search for 
identity. These do not 
compare in profundity to the 
big story, and indeed few 
survive, but we are able to 
see ourselves, if only briefly, 
in relation to them. 

The strength of this need 
to identify varies widely in 
any society. For example, 
there are those whose lives 
revolve around their 
affiliati on to a football t eam , 
.their village or their work 
group. These are the real 
believers, the supporters, the 
men and women who find 
. their place in the world by 
belonging to a larger social 
group. 

They often invest large 
sums to buy symbols of this 
belonging - clothes, badges 
and accessories. In the 
absence of the identity and 
meaning provided by the big 
story, small stories are 
stretched to their limit: was 
It wise to drop Gazza? 

Should Beckham have been 
in the starting line-up? 

In contrast, there are 
others, often introverts, who 
are quite happy to have few 
relationships and who are 
careful in their interactions 
with other people. They 
appear to be more 
sdfsufficient and secure 
about their place in the 
world. They have little or no 
desire to relate in large 
groups, and and remain 


unaffected by the fits of Cup 
euphoria or depression 
expressed by the "real" 
supporters. 

The seed to identify also 
varies with social class and 
culture. Research shows that 
semi-skilled or unskilled 
people are the backbone of 
most groups of followers. 
Many of these people seek 
relationships more keenly 
than, say, higher achievers. 

It is usual to find 
introverts at the top of 
organisational ladders. 

These are high achievers 
who find their way to the 
top with less reliance on the 
group. They are 
self-confident and have an 
identity they have created 
for themselves. They have 
no need to join others in 
order to "become someone". 

One irony is that the hi gh 
achievers with less need to 
belong are. Is the main, 
managing people who have a 
strong desire to belong. This 
means companies are rarely 
able to satisfy either the 
introverts or the followers. 
Festivals such as the World 
Cup distract us from this 
paradox and add to all our 
lives, if for different reasons. 

While the World Cup 
continues to generate 
emotional fever, the event is 
over within weeks. But its 
function in a society is 
profound, for it is through 
such events that people 
express their emotions and 
release pent-up feelings 
about the hassle of 
day-to-day living. 

One consequence of this 
shift in people's need for 
identity has been the change 
in the role of managers. As 
people's search for answers 
becomes concentrated on 
smaller stories, employers 
find themselves in the role 
of vicar or care worker 
concerned for the emotional 
and financial needs of their 
employees. This is not too 
surprising when you 
consider that work is where 
most employees spend a 
large chunk of their time. 

Not even the traditional 
religions require eight hours 
a day of contribution from 
their flock. 

It is not surprising to see 
companies becoming rather 
like religious communities 
or families, with all the 
attendant rites, rituals and 
ceremonies traditionally 
associated with older 
institutions. It is inevitable 
that some followers will 
question the ethics of this 
process. The kinds of 
activities that are acceptable 
as part of someone’s 
religious expression may not 
be acceptable in the name of 
Mammon. At what stage do 
the rites and rituals become 
manipulation? is the 

company song a step too far? 

Whatever our private 
views, the World Cup will 
provide numerous examples 
of the importance of 
identification, of belonging. 

The need to identify is not 
a new phenomenon. The 
challenge for the modem 
manager is to meet in some 
may his employees' 
expectations, and to harness 
the positive feelings that 
these can stimulate for the 
benefit of individuals and 
company alike. 


John W. Hunt is Professor of 
Organisational Behaviour at 
London Business School and 
a consultant to private and 
public sector clients. This 
column appears fortnightly. 



' y! Jw ar a pB*wurawt in CaSfontia 

. Maxlcsn TSfiS m 

takers' pW *"* 1 M* 3UCBn 


HEALTH OSTEOPOROSIS 


A sound advance for early 
warning of bone disease 


Early and accurate detection of thinning density is the promise of 
a scanning system developed in Israel, writes Judy Dempsey 



, When Barry 
|i Wyshogrod rolled up 
his trouser leg to pre- 
pare for an ultrasound gran 
of his bone, he knew the 
results would be fast and 
precise. 

Two minutes later, a 
graph flashed across the 
desktop screen showing how 
Mr Wyshogrod's bone qual- 
ity compared with other 
males of his age, ethnic 
background and height 

This method for detecting 
osteoporosis, a debilitating 
bone-thinning disease that 
affects 200m people world- 
wide, particularly post-meno- 
pausal women, was devel- 
oped by Myriad Ultrasound, 
a small company set up in 
1991 in the Weizmann Sci- 
ence Park in Rehovot, close 
to Tel Aviv. 

The system, Sound Scan, 
uses standard ultrasound gel 
applied to the flesh around 
the bone. It is small, mobile, 
uses no ionising radiation 
and has a built-in self-diag- 
nostics program. Analysts 
believe its market is primary 


care clinics in the US. which 
are starting to attract 
patients, rather than hospi- 
tals - many of which USC 
large X-ray systems. 

Above all. it is precise. 
“This is what makes Sound- 
Scan unique," says Alex 
Rapoport, president and 
chief executive officer of 
Myriad Ultrasound. “We 
measure bone only. We 
ignore overlapping tissue.” 
This allows bone loss of as 
little as 0.37 per cent to be 
identified. 

The aim of the system, 
first marketed In some Euro- 
pean countries in 1994 and 
approved by the US Food 
and Drug Administration 
last month, was to detect of 
osteoporosis early. 

It is estimated that 
humans lose about 30 per 
cent of their bone during a 
lifetime. But the rate of loss 
is as high as 5 per cent a 
year for women during the 
menopause, which «rpiain«i 
why they are more vulnera- 
ble to fractures as they age. 
Until recently, neither diag- 


nostics nor treatment were 
available. 

Mr Wyshogrod. Myriad's 
vice-president for strategy 
and regulatory affairs, says 
SoundScan tracks sound 

‘Once diagnosed, 
measures can be 
taken to reduce 
the risk of future 
fractures’ 


measurements along the 
tibia, providing an index of 
bone strength as stronger 
bone has higher velocities. 

The raw data are analysed 
to produce a single represen- 
tative speed of sound (SOS) 
value. What comes up on the 
desktop screen is a compari- 
son of the patient's SOS with 
young adult norms and with 
age-matched norms. 

"The result is that Sound- 
Scan provides a measure of 


skeletal fragility. Once diag- 
nosed, measures con be 
taken to reduce the risk of 
future fractures." says Mr 
Wyshogrod. 

With pharmaceutical com- 
panies such as Merck now 
providing treatment for 
osteoporosis, specialists 
believe the chances for early 
detection and therapy have 
been enhanced. 

One of those specialists is 
Beal Dubs, bead of the sono- 
graphic institute at Bethan- 
ien hospital in Zurich, Swit- 
zerland. He has been using 
Myriad's system since 1994. 
"The point about SoundScan 
is that it can detect osteopo- 
rosis at an early stage," says 
Mr Dubs, who treats some 
3.500 patients. "The advan- 
tage is that it can measure 
real bone velocity while 
ignoring or eliminating soft 
tissue, so it is much more 
precise." 

He adds that SoundScan 
has other applications too. It 
can be used to monitor loss 
or strength of bone in ath- 
letes and others in sport. 

The response to Sound- 
Scan in Europe has beeo 
mixed. One reason is that 



The British Queen Mother's emergency hip operation this year led 
many women of simitar age to have checks Popperfoto/Reutflrs 


□ot all treatment for osteo- 
porosis is reimbursed by the 
national health systems. 
Myriad's equipment - there 
are two models - costs 
$25,000 (£15,200) and $40,000 
in Europe. Moreover, pri- 
mary care in Europe is less 
advanced than in the US. 

With FDA approval under 
Us belt. Myriad is setting its 
sights on the US market. 
According to UBS Global 
Research, more than 25m 


people in the US are affected 
by osteoporosis, of whom 
approximately 80 per cent 
are women. Banc Am erica 
Robertson Stephens reckons 
the market is worth $2bn. 

Myriad, owned by a group 
of investors who have put up 
capital of $9m. is searching 
for a strategic partner to 
break into the US market 
“That is our next step. We 
cannot go it alone," says Mr 
Rapoport. 


WEAPONS THAT BUND OR POISON 

HAVE BEEN BANNED. 

SO WHY IS THE WEAPON THAT DID 

THIS STILL LEGAL? 


There are some weapons so 
abhorrent that their use simply 
cannot be permitted. 

The horrific effects of poison 
gas in World War I saw this 
weapon banned in 1925. 

The insidious blinding laser 
joined this list in 1996. 

But there is one weapon that 
causes untold human suffering 
and still continues to be used. 

That weapon is the landmine. 

Anti-personnel landmines are 
frequently laid in a haphazard 
fashion and continue to operate 
long after a conflict has ended. 

Which means the victims 
tend not to be soldiers with 
ample medical support, but 
poor men, women and children 
playing no part in the conflict. 

Today, somewhere in the 
world the life of another young 
child will be cruelly shattered 
by one of these weapons. 

Just one of seventy civilians 
who fall victim to the landmine 
every single day. 

That is why the International 
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ENGLAND COACH V THE MEDIA A GRUDGE MATCH LIKELY TO BOIL OVER 


Poison pens are poised for Hoddle 


Patrick Harverson 

explains the mutual 
dislike between the 
coach and football 
reporters 

It may not be cause to give 
him sleepless nights, but 
among the country’s football 
press Glenn Hoddle is with- 
out doubt the most unpopu- 
lar England coach In recent 

memory. 

Of his immediate predeces- 
sors, Terry Venables, Bobby 
Robson and even the much- 
ridiculed Graham Taylor 
were generally liked by the 
nation's sports reporters. 

That does not mean they 
were given a free ride by the 
media - anything but. Rob- 
son's tactical chopping and 
changing. Taylor's erratic 
selection policies and tacti- 
cal naivety and Venables' 
off-the-pitch business deal- 
ings all came In for fierce 
press criticism during their 
reigns. 

Yet at least Hoddle’s pre- 
decessors fitted the media's 
idea of what an England 
coach should be like. They 
were recipients of a long, 
hard schooling In the domes- 
tic club game. They were 
willing to treat the members 
of the press as equals, or at 
least disguise any contempt 
they may have felt for the 
profession of journalism. 
And above all, each was seen 
as "one of the lads”, steeped 
in En glish football culture. 
They and the press spoke 
the same language. 

Hoddle, however, Is a dif- 
ferent kind of England 
coach. It would be fair to say 



Facing die press; Glenn Hoddto n regarded as stiMernt secretive, obstructive, pious and too clever by had by many British reporters AP 


that most reporters do not 
respect, admire or even like 
him. Some may even loathe 
him. Hoddle’s successes with 
the national team so Ear in 
qualifying for the World Cup 
finals ahead of Italy and 
reaching the second stage of 
France 98 Oast night's game 
against Argentina started 
too late for this edition), 
have failed to impress. He 
would need to win the tour- 
nament to earn the media's 
approval, and even then it 
would probably be grudg- 
ingly awarded. 

This antipathy is rooted in 
a number of factors. In the 
eyes of the football press, 
Hoddle is - in no particular 
order - too stubborn, secre- 
tive, obstructive, pious and 
clever by half for their lik- 
ing. They also do not under- 
stand his religious beliefs, 
nor his faith in the power of 


alternative forms of healing, 
which has led some report- 
ers to question his sanity. 

Relationships with Hoddle 
are not helped by his unwill- 
ingness to curry favour with 
anyone in the media. He 
maintains a cool demeanour 
when the press is about, 
even if it is with old football- 
ing friends. One former 
England star who played 
with him complains that 
Hoddle even keeps his guard 
up when the two are discuss- 
ing football off air. Garth 
Crooks, the former 
Tottenham striker who 
works for BBC Television, 
said recently: “It takes about 
half an hour before he treats 
me like an old team-mate.'' 

The press is also unnerved 
by Hoddle’s self-confidence, 
which is armour-plated. “He 
Is very self-willed,” says Pat- 
rick Barclay, football writer 


at The Sunday Telegraph, 
"and there is this spiritual 
side that seems to make him 
thiwir that eve ry t h ing he 
does is driven by a greater 
power which makes him 
right." Having been one of 
Hoddle’s biggest early fans, 
Barclay admits to feeling dis- 
illusioned with him. 

In a normal world, none of 
this would matter much. But 
with the World Cup in frill 
swing, the hostile attitude 
the England manager 
the media have adopted 
towards each other prevents 
fans from learning what is 
going on with their national 
team. The press needles 
Hoddle about his refusal to 
explain why David Beckham 
has been dropped from the 
team, and Hoddle needles 
them back. In the process, 
no one is any the wiser as to 
why it happened. 


In this respect, it is 
Hoddle 's secretive nature, 
bis lack of candour, anfl bis 
occasional use of outright 
deceit, that most rankles 
with the press. Reporters 
believe the coach has fallen 
into the habit of misleading 
them about team line-ups, 
tactics and injuries in an 
effort to confuse opponents. 

They call it being "Hod- 
winked". and the mast cele- 
brated occasion was before 
England's qualifying decider 
against Italy in Rome last 
October, when both Beck- 
ham and Gareth Southgate 
appeared to fake injuries. 
The press duly report e d the 
problems and wrote about 
how England would over- 
come their absence. When 
the two players started the 
game in a perfectly fit state, 
the reporters were left 
looking stupid. 


One writer says of 
Hoddle's penchant for disin- 
formation: “I think he's 
taken it too far. There comes 
a stage where no one 
believes what you say any- 
more. This is not how things 
are done in the profession. 
There is a difference 
between lies, and obfusca- 
tion and amission." 

Hoddle, no doubt, regards 
his tactics as right because 
they are designed to help 
TEngiawi win. The press has 
little choice but to accept It. 
but believes the England 
coach will only get away 
with the deception if the 
team remain successful. As 
one reporter puts it “He’s 
inniritig- out for hfansfllf, and 
after what happened to his 
predecessors you can't 
blame him really. It's all 
about Hoddle trying to win, 
which is fine as long as he's 
winning." 

Ultimately, the England 
coach possesses the strength 
of character not to care 
about the media's opinion of 
bfm He knows that if the 
results go his way, he is 
impregnable. But the knives 
have been sharpened in case 
they do not As Terry Ven- 
ables recently said about 
coaching the national team: 
“To have the final word 
when ev er yo n e in the coun- 
try wants to pick the 
team... that is the most 
stimulating part of the job.” 

Unfortunately for Hoddle, 
the football reporters who 
find his Tnarmpr and meth- 
ods so unpalatable, will want 
to have the final word. Short 
of winning the World Cup, 
he has no way of stopping 
them. 


TACTICS MIDFIELD MAESTROS ON THE DEFENSIVE 

Return of the big centre 
forward via route one 


Peter Aspden searches in vain for any tactical 
innovation at the tournament, and finds only the 
resurgence of the tall and powerful striker 


There was a time when football 
tactics really mattered. In one of 
many, typically pretentious, 
screeds to have appeared in France 
during the past three weeks, Les 
Intellectuals, Le People et be Ballon 
Rond recounts the decline of the 
magazine Le Mirolr du Football in 
the 1970s. 

Its crime? To have championed 
too vigorously the beautiful ver- 
sion of the game invented by the 
Hungarian side of the 1960s, and 
dismantled after the Soviet inva- 
sion of 1956. Le ftOroir du Football 
was sponsored by the French Com- 
munist party, which found such 
revisionism unpalatable. The mag- 
azine was suppressed. 

One searches in vain for such 
political nuance in today’s game. It 
is hard enough to find any coher- 
ent tactical threads in the sides 
that have contested this World 
Cup, never mind any that could 
spark social upheaval. 

Norway's blanket defence, behav- 
ing throughout each game as if 
they were 1-0 up with two minutes 
to go, might have aused world 
revolution if they bad progressed 
beyond the second round. But last 
Saturday Egil Olsen’s ugly side 
were eliminated by Italy in a 
match of monumental torpitude. 

So what are the tactical innova- 
tions of France 98? 

The most significant one is not 
so much an innovation as a piece 
of unwelcome nostalgia: the return 
of the big centre forward. One 
expects this largely discredited spe- 
cies to appear whenever England 


are involved; and Alan Shearer is a 
better example than most of his 
predecessors. 

No surprise either to see Ger- 
many - an ageing. Hading, stutter- 
ing Germany - relying on their 
excellent forward Oliver Bierhoff 
to haul them through the competi- 
tion. Bierhoff is a classic example 
Of the updated big centre forward. 
He is tall and strong, but possesses 
good touch, reads the game well 
and has a wonderful spring in his 


Coaches are packing 
their midfield with 
defensive players 
to stop the other 
team playing 


jump, climbing early and high like 
the best basketball players. 

To see him lining up against the 
tiny Mexican goalkeeper Jorge 
Campos in Germany’s 2-1 second- 
round victory was to be overcome 
by pathos. Campos bad an excel- 
lent game but sure enough he was 
beaten with minutes to go by a 
Bierhoff header of such venom that 
he could only slump dnwkenJy 
against his own post. 

But it goes much further than 
that. Norway's Tore Andre Flo 
gave a marvellous exhibition of 
strong-running, big centre forward 
play, especially when he terrorised 


Brazil's defence in the last 10 min- 
utes of his side's improbable vic- 
tory in Marseilles. 

The Italians became obsessed 
with how to handle Flo during 
their second-round encounter, not 
least because his first name sounds 
like the Italian word for “tower”. 
But once the game started, they 
remembered why big centre for- 
wards became extinct in sophisti- 
cated football circles. Flo did next 
to nothing. 

But then the Italians had found a 
BCF of their own; Christian Vleri 
settled the game with a head-down, 
no-nonsense charge of primeval 
simplicity. Never mind the preen- 
ing and pirouetting of their Bag- 
gios and Del Pieros. This was 
undisguised, route-one football. 

Argentina, too, have supple- 
mented their traditional Latin flair 
with the hefty presence or Gabriel 
Batistuta; France have looked to 
David Trezeguet to solve their goal- 
scoring problems. And as these big 
men have prospered, the great 
playmakers, the number IQs, have 
withered. 

Hristo Stoichkov, Gbeorghe Hag i 
and Carlos Valderrama have been 
playing from memory. France are 
still a much better side with than 
without Zinedine Zidane. But he 
has missed their last two games 
after stamping on an opponent in a 
moment of magnificent petulance. 
Roberto Baggio and Alessandro Del 
Piero are starring in their own tor- 
rid soap opera. 

This has not happened by acci- 
dent. Coaches have become obs- 
sessed with packing their midfields 
with defensive players to stop the 
other team playing. There is sim- 
ply no room through the middle. 
Spoiling players - Paul Ince, Edgar 
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Davids, Didier Deschamps, Cesar 
Sampalo - have starred, in some 
cases scoring important goals of 
their own to boot Why risk the 
caprices of the moody creative 
genius when such reliable work- 
horses are at hand? 

To find room, teams must work 
the flunks - hi g hli gh ting the Other 
main tactical trend of the tourna- 
ment: the importance of wing- 
backs. The two most impressive 
attacking sides of the early phases, 
Brazil France, rely enormously 
on their speedy wide men: Cafa 
and Roberto Carlos, Lilian Thuram 
and Bixente Lizarazu. Get the ball 
wide, cross and rely on a big man 
to pnt it in. 

Not a very beautiful game. 
Defensive discipline has been para- 


mount, co un tin g far more t he n 
attacking flair. Ami to those who 
object to the accusations of naivety 
that are routinely aimed at African 
teams, here is the Nigerian mid- 
fielder Sunday Oliseh after his 
side's defeat against Denmark: “We 
were playing 4-1-6, and that 
couldn’t go on forever. I couldn’t 
chase after every ball on my own.’ 
The final games of France 98 
could yet see a moment of inspira- 
tion decide the title: from Del 
Piero, if he stops feeling sorry for 
himself; from Dennis Ber gkamp, 
who finds three or four remarkable 
touches in every game; from the 
cunning Laudrap brothers; or that 
man Ronaldo, who is quite big, and 
plays centre forward. And there all 
similarities >nd. 


Soccer diplomacy in play 

Nearly three decades after “ping-pong diplomacy ushered in 
the new era in Sino-US relations, US President Bill Clinton has 
used his visit to China to suggest that France 98 might play a 
similar role in thawing the animosity between the US and Iran. 

"The World Cup Is a great way of bringing people together." 
Clinton said on radio yesterday in Shanghai "You know, the 
United States has bean estranged from Iran for a long time, but 
we had this great soccer game and they beat us fair and 
square - K was heartbreaking for Americans, but they won a 
great, fascmatfng soccer match and they eliminated us from the 
World Cup," Clinton said. 

Asked If this meant that the US might be on the verge of 
"soccer diplomacy" with Iran that would echo the Sino-US 
ping-pong diplomacy of the earty 1970s, he replied: ”1 think ft 
could be possible." After decades of antagonistic Isolation, 
China’s Communist leadership invited the US table tennis team 
to visit China in 1971 , paving the way for President Richard 
Nixon's visit the following year and the eventual resumption of 
diplomatic ties. 

Before the World Cup dash between Iran and the US test 
week, CBnton said he hoped the "match can be another step 
forward to ending the estrangement between our nations". 

Yesterday he offered a gracious summary of the game that 
the US lost 2-1. "1 think Americans were riveted by the soccer 
game and they were Impressed because we were supposed to 
win the game and we had tots , of chances and our players 
played very well ... but the Iranians had two test breaks and 
they played with such passion and they had those two chances 
and they capitalised on both of them,” he said. 

The diplomatic content of Clinton's World Cup commentary 
was, arguably, more daring than his tip for the tournament. "I'm 
not an expert on soccer," he confessed, “but f think the 
Brazilians are always hard to best" James HarcSng 
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Romania produce corked 
display in wine country 

In the heart of wine country 
Croatia triumphed over 
Romania In a second-round tie 
of disappointingly poo- vintage 
yesterday. Lika a bad bottle of 
rad, this game should have 
been sent back. Croatia, 
however, were untroubled by 
matters of taste, and were 
happy to lake the win In 
Bordeaux. In the quartan-foals 
the World Cup debutants w* 
meet Germany, their 

conquerors in foe 1996 

European Championship. The opening chance of a disjointed 
first half fail to Davor Suker (above), the Real Madrid striker. .. 
whose shot at the near post was wefl blocked by the Croatian 
goalkeeper Bogdan Stetea in the sixth minute. Moments later 
Stetea was tested again, this time by a snap volley from foe 
sprightly Goran Vlaovic. The shaven-headed Ro mania n keeper 
was having a busy start to the match, and soon after he 
acrobaticafiy beat away a close-range shat from Alfosa 
Asanavic, who had been freed by the lively Suker. 

Romania did not lack possession, but the creative talenta of 
veteran pteymaker Gheoighe Hagl and his young foil Adrian Hie 
were easily stifled In midfield, where Croatian skipper Zvonknlr 
Boban marshalled his forces well. So well, in fact, that it was 
not until the 36th minute that Drazen Ladle in the Croatia goal 
had anyth tog to do. Gabriel. Popescu lofted a neat ball to I Be 
down the right, but his tentative stab was easily saved by 
Ladle, whose only challenge until then had been not dazing off 
In the warm sunshine. 

The goal that never looked like coming arrived seconds 
before the break. Gabriel Popescu was adjudged, harshly, to 
have pulled down Asanovtc in the penalty ansa, and Suker 
converted from the spot at the second attempt, after Ms first 
strike was disallowed for encroachment into the area. 

The second half saw Romania display greater purpose, but 
Croatia remained the more dangerous side. Suker nearly 
extended their lead when he almost bundled in Mario Stanto’s 
cross, but again Stelea saved wefl. With an hour gone the 
Romanians were becoming desperate. They decided to take off 
Magi, who had made little impression, and fallow midfielder 
Gabriel Popescu and bring on two forwards - Gheorgha 
Crakweanu and Radu Nfcubscu. 

The change had little effect and It was Croatia who should 
have scored just pest the hour when Suker broke free on the 
right only to hit his shot weakly into Stelea's legs. From then on 
the game gently expired to the afternoon heat, and only the 
profligacy of substitute Petar Krpan and the tireless Boban 
prevented Croatia from putting a woeful Romanian side to the 
sword at the death. Patrick Harverson 
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THE ARTS 


TELEVISION IN RUSSIA 


Sex, talk, and allusion 


Chrystia Freeland finds the trendy new 
breed of chat shows remarkably liberated 


: For al2 its official mythology 
i about liberating Russian 
\women from the bourgeois 


on the traditional womanly 
subjects of love and family. 
Hasted by Yulia Misbova, 


( chalns that shackled their an ebullient, twentysometh- 
capitalist sisters, the Soviet lng blonde, in many ways >'a 
Union was a female night- Sama reflects a world of gen- 
imare. Granted the right - der relations which vanished 
J indeed the obligation - of in the west together with the 
'working outside the home. 1960s and the twin feminist 
'Soviet women were still and sexual revolutions. The 
[‘expected to be old-fashioned set is a bright pastiche of 
•hausffau after a day at the cheerful household objects, 
•office or on the factory floor, the show's title is written in 


[indeed the obligation - of 
'working outside the home. 
'Soviet women were still 
[ expected to be old-fashioned 
■hausfrau after a day at the 
Office or on the factory floor, 
doing a second shift shop- 
ping, cooking and cl eaning . 

| Superficially, the new Rus- 
sia does not seem a lot bet- 
ter. Women still do double 
tduty at work and then at 
home, and now they have 
the added burden of being 
sex goddesses in both places. 
Newspaper advertisements 
for secretaries openly seek 
“girls without complexes" - 
codes for ladies willing to 
bed their bosses. And most 
Russian women seem bound 
by a laborious dress code, 
which requires teetering stl- 
' lettos. short skirts and care- 
fully applied maquillage at 
all times. 

But. at least on the air- 
waves, the Russian sisters 
are starting to speak out. 
Some of the country's most 
popular new television pro- 
grammes are talk shows 
basted by assertive young 
women which, for perhaps 
the first time, offer the 
nation's feminine half a col- 
lective. public forum. 

The star of the lot is I 
Myself (Ya Samai. Explicitly 
targetted at a female audi- 
ence - in the original Rus- 
sian the T of the title is 
grammatically identified as 
female - Ya Santa focuses 


“Enslaved by romantic 
ideals." In response to Mish- 
ova’s sympathetic but prob- 
ing questioning, Yulia Geor- 
gievna described how sbe 
had loved and left three hus- 
bands - and was now with a 
fourth - all because of her 
insatiable quest for true 
romance. 

It seems to be exactly the 
sort of topic to suit the sex- 
ist cotton-candy decor of the 
sbow, but as Yulia Georgiev- 
na's story unfolded, and as 
the audience was drawn into 
discussion, some of the com- 


The intellectual level of this Russian 
version of Oprah Winfrey should make 
any western viewer blush. Romantic 
illusions were learned not from Mills 
and Boon but from Tolstoy 


lipstick in the opening cred- 
its and the enthusiastic 
ladies in the audience wear 
pretty suits In pinks and yel- 
lows. 

Mast tellingly of all, Ya 
Sama practices gender apart- 
heid. herding a token group 
of male audience members 
into a separate corner, 
where the fe minin e shades 
of the studio give way to 
dark masculine colours and 
household appliances are 
replaced by a manly collage 
of newspapers. 

Each week, a ‘'heroine” 
visits Ya Sama and tells a 
personal story whicb illus- 
trates the theme of the pro- 
gramme. One of the best 
recent shows featured Yulia 
Georgievna, a laughing fif 
tyish woman invited as an 
illnstration of the subject, 


plenties of Ya Sama, and of 
the role of women in Russia 
more generally, emerged. 

For one thing, the intellec- 
tual level of this Russian 
version of Oprah Winfrey 
should make any western 
viewer blush. Ya Sama is a 
show for low-brows - my 
intellectual Russian friends 
were horrid ed when I asked 
if they ever watched - but 
all the same, Yulia Georgiev- 
na’s romantic illusions were 
learned not from Mills and 
Boon but from Tolstoy. 

Both she and the audience 
unselfconsciously peppered 
their comments with quota- 
tions ranging from Gogol to 
Picasso. It may seem per- 
verse to say anything posi- 
tive about the repressive 
Soviet regime but, listening 
to these cultured ordinary 


folk it was hard to resist the 
thought that the iron, curtain 
against western pop culture 
was not entirely a bod t hing . 

Another surprise is that 
husband-hopping Yulia 
Georgievna’s choices were 
condoned, even applauded, 
by both the men and women 
in the studio audience. One 
middle-aged lady, who said 
she herselt had only been 
married once, told Yulia 
Georgievna “I envy you.” 
Another went even further, 
enthusing: “I am very proud 
that we still have such 
women in Moscow and in 
our country, with sucb a 
zest for life. Thank you very 
much." 

Even most of the men 
seemed won over. One said 
he was surprised Yulia Geor- 
gievna “limited yourself just 
to four husbands, why not 
more?" Another, with what 
seemed like a smitten air. 
asked plaintively why Yulia 
Georgievna was only 
attracted to "great" men, 
and wondered why “you 
don’t try an ordinary guy 
like me, but one with a tal- 
ent Tor loving." 

This admiration for a mod- 
ern-day Anna Karenina, a 
woman wbo chooses passion 
over convention, is a far cry 
from the neo-Victorian 
return to "family values" 
whicb is coming back into 
vogue in the west. Indeed, 
sounding more like a 1960s 
flower child than a product 
of the world's most totalitar- 
ian regime. Yulia Geor- 
gievna said that when she 
went to a psychologist to try 
to stay together with hus- 
band number two for the 
sake of their child she was 
told - “Leave him, if you're 
not joyous yourself, you can 
never raise a joyous child." 



An exploit discussion of sexuality ste e re d by Bene Khanga In 'Pro Bo’ 


It is a revealing piece of 
advice and one which sug- 
gests that, for all their super- 
ficial adherence to tradi- 
tional gender stereotypes 
and their recent experience 
of authoritarianism, when it 
comes to the heart the Rus- 
sians may be more liberated 
than westerners. 

A different sort of Russian 
inhibition enlivens the coun- 
try's most controversial new 
talk show. About That ( Pro 
Eta), which bills itself as the 
nation's first talk show 
about sex. 

Aired at 12.35am an Satur- 
day nights. Pro Eto is a 
world away from the sooth- 
ing. homey cadences of Ya 
Sama. Its edgy tone is set by 
Elena Khanga, whose mater- 
nal grandparents were 
Americans who moved to 


Russia In the 1930s to build 
Communism and whose 
lather was a Tanzanian stu- 
dent at Moscow State Uni- 
versity. He Tanzania's prime 
minister, but died young in a 
coup. 

In impoverished post-Com- 
munist Russia the climate is 
distinctly racist, but Pro Eto 
makes a virtue of Elena's 
colour without making it 
Into an issue. Trailers for the 
progr amme focus On Kl ena . 

with the tag “Eelena 
Khanga, the only television 
hostess who doesn't turn 
red". 

Regular viewers realise 
the line is a double entendre 
- it refers not only to Elen- 
a's dark, unblushing skin 
tones, but also to the mat- 
ter-of-fact. almost clinical 
tone she uses to steer the 


most explicit discussion of 
sexuality ever heard on Rus- 
sian television. 

This week, for example, 
the subject was oral sex, and 
Elena set the tone by offer- 
ing precise definitions, with 
the poker-face of a woman 
discussing monetary policy, 
of fellatio and c unniling us. 
Most of the audience mem- 
bers have never beard words 
like these uttsed aloud in 
Russian and it is probably 
worth watching the show 
just to see Elena, decked out 
in a platinum blonde wig 
and sassy dresses, cut 
through generations of taboo 
with' a few crisply pro- 
nounced syllables. 

It took 45 minutes of chat- 
ter to produce a conclusion 
the more matronly audience 
of Ya Sama probably 


assumed before even turning 
on the television set many 
Russian men are selfish (in 
bed and out) and most 
women would like them to 
change. 

For all their differences in 
tone. Pro Eto has one thing 
in common with Ya Sama. 
Like the cosier, afternoon 
chat show. Pro Eto springs 
from a society in which high 
culture is taken for granted. 
The programme's title, for 
example, Is borrowed from 
Dostoevsky, who uses the 
euphemism “pro eto" [about 
that] to refer to sex in The 
Brothers Karamazov. Ironi- 
cally enough, one of the best 
things about Russia's new, 
trendy breed of talk shows 
may be the literate. Soviet- 
era culture whose demise 
they probably herald. 



THE MUSEE DES BEAUX-ARTS, LYONS 


Jewel of the provinces 


Renovation, restoration and a timely gift means that ‘the little 
Louvre 1 lives up to its name, writes Robert Graham 


The renovated interior of the museum, which was one of IS set up after the French revolution 


Lyons justly deserves its 
reputation as the culinary 
capital of France. But there 
Is more than food to feast on 
in this elegant city. The 
eight-year enlargement, res- 
toration and reorganisation 
of the Musee des Beaux Arts. 
- now virtually complete, has 
created a superb space to 
enjoy the Finest museum 
complex Ln provincial 
France. 

The museum - long- 
dubbed “the little Louvre" 
for the size and quality of its 
collection of antiquities, 
objets, paintings and sculp- 
ture - has been enhanced by 
an extraordinarily generous 
bequest from Jacqueline 
Delubac, the comedienne 
whose first husband was the 
French cultural icon. Sacha 
Guitry. Delubac was a native 
of Lyons; and by a stroke of 
luck she was wondering 
what to do with her modem 
art collection just when 
plans were being drawn up 
for the modernisation of the 
museum. 

Originally she had contem- 
plated leaving the best can- 
vasses to the national mod- 
em art museum in Paris. 
However Philippe Durey, the 
curator of Lyons, persuaded 
her to choose the city of her 
birth where her collection - 
and that of her second hus- 


band the diamond merchant 
Myran Eknayan - would 
have a prominent showing 
instead of languishing less 
noticed in Paris. As a result, 
two large rooms woe ear- 
marked at the outset to 
house her 34 paintings and 
three bronzes. 

“What a gift for an institu- 
tion that knows full well 
even after being renovated. 


and '60s - a 1937 Braque of a 
woman painting at an easel, 
a large Picasso of woman sit- 
ting on a beach, a L6ger of 


Renoir and Sisley as early as 
1901-3. In 1913 it was brave 
enough to buy a Gaugm. 

However, the museum is 
not rich merely in modem 
and Impressionist art It was 
the most important of 15 pro- 


two women and a bouquet vincial museum set up in 


and a rich Mlro pastel- But 
she was not afraid of “diffi- 
cult" subjects and bought 
one of Bacon's three studies 
for a bull fight which she 
kept in her dining room, 
along with an angular 


1801 in the wake of the 
French Revolution. The idea 
was to house aO the regional 
works, confiscated from aris- 
tocrats or rounded-up from 
ecclesiastical property, in a 
major city centre to help 


The museum’s benefactor, Jacqueline Delubac, was not 
affraid to collect ‘difficult* subjects. She bought a bull-fight 
study by Bacon which she kept in her dining room 


it will not find in the near 
future the financial means to 
buy such works! What a sat- 
isfaction to see the balance 
tilted for once towards the 
provinces!" observes Durey 
in an introduction to the cat- 
alogue of the legacy. Sadly 
Delubac died aged 90 last 
year before the rooms were 
inaugurated this spring. 

Her first acquisitions in 
the early 1940s reportedly 
came from cashing in her 
jewellery obtained in her 
divorce from Guitry. She had 
a good eye and liked to go to 
artists studios as well as gal- 
leries. Her show pieces were 
mainly of women or female 
figures bought in the 1950s 


female figure by Cuban art- 
ist Wilfredo Lam. 

While Delubac went for 
the moderns, her second 
husband collected Impres- 
sionists. Thus the combined 
collection is wholly comple- 
mentary. bringing important 
works by Degas, Manet. 
Monet and Renoir plus an 
unusual Saint Sebastian by 
Coroti They fill out Lyons' 
existing Impressionist and 
Modern collection to make it 
the most comprehensive out- 
side of Paris. This is most 
fitting since it was the first 
French provincial museum 
to concentrate on the 
Impressionists - buying 
works by Manet, Monet, 


educate the liberated popu- 
lace- 

in the case of Lyons, a 
large former convent was 
taken over and the govern- 
ment in Paris agreed to 
transfer lio paintings from 
the state's collection, includ- 
ing looted works acquired by 
Napoleon in Italy. As a 
wealthy city with booming 
Industry, this base was 
quickly expanded by acquisi- 
tions, branching into archae- 
ology, objets and oriental 
ceramics. Indeed, so much 
was acquired or bequeathed 
that before the recent reno- 
vation. the collections were 
cluttered and difficult to see. 

The renovation has made 


available a total of 70 rooms. 
The whole 17th century 
building complex has been 
redesigned internally, and 
the former convent church 
converted into a voluminous 
space to accommodate mon- 
umental p ainting s and sculp- 
ture. A new entry space has 
been created using the old 
chapter house, dominated by 
an impressive Perugino. and 
the refectory, which was 
found to have some excep- 
tional 17th century Baroque 
frescoes by a little known 
Lyonnais artist. Pierre Louis 
Crdtey. 

Apart French masters, the 
Italians are represented by 
Titian, Tintoretto, Veronese, 
Pietro da Cortona and Guer- 
cino. There is also a strong 
representation of the Low 
Countries with Rubens. Jor- 
daens and Van Dyck. 
Equally, the museum can 
boast the biggest provincial 
medals and medallion collec- 
tion as well as an interesting 
display of furniture. 

The extension and renova- 
tion was conceived at a time 
of flush culture ministry 
spending. Today the main 
worry of the curators is run- 
ning costs (FFrs 23.8m last 
year). There is little money 
for acquisitions or exhibi- 
tions without turning to the 
private sector. 

But even with these wor- 
ries the museum will remain 
the jewel of French provin- 
cial museums. With Lyons ln 
easy two-hour reach of Paris 
by fast train, it is worth con- 
sidering a day trip from the 
capital - and there certainly 
won't be the crowds of the 
Louvre. 


INTERNATIONAL 


BERLIN 

OPERA 

Deutsche Oper 

Tel: 49-30-34384-01 
• La Gloconda: by PoncfiidE. 
Revival conducted by Marcello 
. Vkrtti in a staging by Filippo 
|i>. Sanjusl; Jul 3 
' • Manon: by Massenet New 
production conducted by Jifl Kout 
in a staging by Cesare Lieva With 
sets by Marghenta Paflr and 
costumes by Luigi Perego; 

Jull 

BIOT 

EXHIBITION 

Musde National Fernand L6ger 
Tel: 33-4-9291 5030 
Fernand L6ger 1905-1930. 
Modified version of the m$or 
retrospective seen in Paris, Madrid 
and New York; to Sep 30 

} BRUSSELS 

OPERA 

La Monnaie 

Tet 32-2*329 1211 

The Turn of the Screw, by Britten. 

New production conducted by 


Antonio Pappano In a staging by 
Keith Warner, with designs by 
Stephana Lazaridls. Cast includes 
Susan Chilcatt and Anthony Rotfe 
Johnson; Jul 2, 3 

CLEVELAND 

EXHIBITION 

Cleveland Museum of Art 
Tel: 1-216-421 7340 
www.demusart.com 
Gifts of the Nile: Ancient Egyptian 
Faience. Display of ceramics, 
known as faience, a mixture 
worked by the Egyptians and 
regarded by them as magical. 
Brings together over 200 works, 
including statuettes of kings, gods, 
and animals, and inlaid boxes 
ranging over 5000 years. Includes 
works borrowed from public and 
private collections in the US and 
Europe: to Jul 5 

EDINBURGH 

EXHIBITION 

National Gaflery of Scotland 
Tet 44-131-624 6200 
Effigies and Ecstasies: Roman 
Baroque Sculpture and Design in 
the Age of Bernini. The National 
Gallery's major festival exhibition 
for 1998 is a celebration of the 
outstanding artist of the Italian 
baroque, Gianlorenzo Bernini, on 
the fourth centenary of his birth. 
Bernini's chief rival in sculpture, 
Alessandro Algartfi, also features 
prominently; to Sep 20 

FLORENCE 

OPERA 

Teatro Comunale 
Tet 39-055-2 ' .jfl 


www.maggiofioiontino.com 
La Boheme: by Puccini. Conducted 
by Semyon Bychkov in a staging 
by Jonathan Miller; Jul 1, 2, 3 

GLIMMERGLASS 

OPERA 

Alice Busch Opera Theater, 

Cooperstown 

Tel: 1-607-5472255 

• Fatetaff: by Verdi. New 
production directed by Leon Major, 
with sets and costumes by John 
Conklin and righting by Pat CoS ins. 
Baritone Stephen Powell sings the 

title role. The conductor is George 

Manahan; JkH 2, 5 

• Tosca: by Puccini. New staging 
by the team responsible for last 
ye^s Madama Butterfly: director 
Marc Lamos, set designer Michael 
Yeargan, costume designer 
Constance Hoffman, fighting 
designer Robert Wierzel and 
conductor Stewart Robertson; 

Jul 3 

CLYNDEBOURNE 

OPERA 

Glyndeboume Festival Opera 

Td: 44-1273-815 000 

• Cost Fan Tutte: by Mozart New 
production by Graham Vick, 
conducted by Andrew Davis. Cast 
includes Alan Opie and Barbara 
Frfttoil. With the London 
Philharmonic Or ch e st r a ; 

JUl 2 

• Rodelinda: by HandeL New 
production directed by Jean-Marie 
Viltegter, with sets by Nicolas de 
Lajartreand Pascals Cazales. 

With the Orchestra of the Age of 
Erfightenmant conducted by 
William Christie; 


Jul 3. 5 

LONDON 

CONCERTS 
Barbican Hall 
Tel: 44-171-638 8891 
London Symphony Orchestra: 
programme of works by John T 
Williams, conducted by the 
composer; Jul 1, 2 

Wigmore Hall 

Tel: 44-171-935 2141 

Angelika Kirschschlager recital by 

the mezzo soprano of works by 

Beethoven, Schubert, Schumann, 

Brahms and Wolf. Accompanied by 

Helmut Deutsch; Jul 1 

EXHIBITION 
British Museum 

Td: 44-171-636 1555 
Maori: display of more than 500 
objects relating to the Maori 
people of New Zealand, Including 
material collected by Captain Cook 
on his voyages between 1768 and 
1780. Ranges from giant wood 
carvings to canoes, tools and 
woven cloaks and ornaments; to 
Nov 1 

Tate Gallery 
Teh 44-171-887 8000 
Patrick Heron: b. 1320, Heron is 
one of the leading figures of 20th 
century British art. He led the 
development of abstract art In 
Britain with his stripe paintings 
produced in the 1950s. This 
display includes around 80 
paintings, from the 1930s to the 
present, and is orated by David 
Sylvester; to Sep B 

OPERA 


EngEsti National Opera, London 
Cofiseum 

Td: 44- 1 71-632 8300 

• Doctor Ox's Experiment new 
opera by Gavin Bryars, with a 
libretto by Blake Morrison, after 
Jules Verne. The production is 
directed by Atom Eg cyan, with 
sets by Michael Levine and 
costumes by Sandy Powell. Cast 
includes Bonaventura Bottom; 

Jul 3 

• Falstaff: by Verdi. Revival of 
Matthew Waritiius's production, 
conducted by Paul DanleL Donald 
Maxwell sings tire title rote; 

Jul 2, 4 

THEATRE 
Barbican Theatre 

Tel: 44-171-638 8891 
Maly Drama Theatre of SI 
Petersburg: The Possessed, by 
Fyodor Dostoyevsky, directed by 

Lev Dodin. 3 part adaptation 

previously seen at the Edinburgh 
Festival; 1 July Part 2, 2 July Part 
3; 4 & 5 July all day 

The Pit, Barbican Centre 
Td: 44-171-638 8891 
The Gift written and performed by 
Angela de Castro; to Jut 4 

NEW YORK 

EXHIBITION 
Museum of Modem Art 

Teh 1-212-708 9480 
www.moma.org 
Aleksander Rodchenko 
(1891-195(5): first major US 
retrospective of the most important 
Russian artist of the period 
following the 1917 revolution, a 
founder and leading theorist of 
Constructivism. Rodchenko 


abandoned the traditional mediums 
of painting and sculpture in favour 
of experimental forms, 
photocoUage and graphic design. 
The show presents 300 works 
created between 1915 and 1939; 
to Oct 6 

NEWCASTLE 

OPERA 

Theatre Royal 

Tel: 44-191-232 2061 

• Opera North: Joan of Arc, by 
Verdi. New production by Philip 
Prowse, conducted by Richard 
Fames with a cast headed by 

Susannah GtenvQte and Arthur 
Davies; Jul 1 

• Opera North: Eugene Onegin, 
by Tchaikovsky. New production 
by DaUa ibefhauptaite. conducted 
by Steven Sloana The cast is led 
by Aiwyn Mall or and Peter 
Savidge; Jul 3 

PRAGUE 

EXHIBITION 
Galerie Rudolfinum 

Cindy Sherman: retrospective 
tracing the New York-based artist's 
development from the 1970s to the 
present Consisting of 156 works, 
this touring show presents 
selections from each of her major 
series; to Aug 23 

SAN FRANCISCO 

CONCERT 

Davies Symphony Hall 

Teh 1-415-864 6000 
wwwsfaynphony.org 
Sen Francisco Symphony and 
Chorus: Paul McCartney's 
Standing Stone, conducted by 


Lawrence Foster; Jul 2 

SANTA FE 

OPERA 

Santa Fe Opera 
Tel: 1-505-9865900 
wwwsanlah3opem.org 

• Madama Butterfly: by Puccini. 
This revival will open the 42nd 
season at the newly renovated 
theatre. John Crosby conducts a 
production directed by John 
Copley; Jul 3 

• The Magic Flute: by Mozart 
New production by Jonathan 
Miller, with sets by Roni Toren and 
costumes by Judy Levin. Cast 
includes Sheri GreenawaJd; Jul 4 

TV AND RADIO 

• WORLD SERVICE 

BBC World Service radio for 
Europe cat be received In western 
Europe on medium wave 648 kHZ 
(463m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

• CNN Internati o n a l 
Monday to Friday, GMT: 

0&30: Moneyline with Lou Dobbs 
ISM: Business Asia 

1940: World Business Today 
22JOO: world Badness Today 
Update 

• Business/Market Reports: 
05:07; 06:07; 07:07; 0820; 0920; 
1020; 1120; 11:32; 1220; 1320; 
1420. 

At 0820 Tanya Beckett of FTTV 
reports Rve from L1FFS as the 
London market opens. 


L. 
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EUROPEAN VIEWPOINT 


Europe’s time bomb 

The tragedy of Kosovo is yet another sign of the European 
Union's impotence in its own backyard 


The- latest Serb offensive in 
Kosovo has pushed the 
southern Balkans to the 
brink of another war. The 
nsk of a wave or refugees 
across Europe is risings so is 
the danger of a conflict 
between the Serbs and the 
Albanian majority that 
draws in neighbouring 
powers. 

The European Union 
responded this week by 
slapping a ban on flights by 
Yugoslav carriers to buttress 
an earlier arms embargo, 
and a ban on visas and new 
investment. Foreign 
ministers also threatened 
Slobodan Milosevic, the 
Yugoslav president, with, 
wait for it. IS more 
diplomatic monitors. 

They will shortly arrive in 
Belgrade. There they will 
join the queue of people 
waiting for Mr Milosevic's 
permission to enter Kosovo 
where Serb security forces 
are alleged to have engaged 
in random killing, ethnic 
cleansing and systematic 
brutality. 

The EU's pinprick 
diplomacy looks wearily ' 
famili ar, a re-run of its 
policy towards Bosnia, with 
the same naive faith in 
sanctions to force Mr 
Milosevic to see reason. 
Europe's leaders have 
known that Kosovo is a time 
bomb for nearly 10 years 
since the Serb strongman 
scrapped the province's 
autonomy: but they have 
turned a blind eye. 

Yet there are differences 
with Bosnia. In the summer 
of 1991. Luxembourg’s 
foreign minister spoke of the 
"hour of Europe". His words 
were intended as a clarion 
call for decisive European 
action. They became a 
catchword for the EU’s 
impotence in its own 
backyard. 

This time, the EU has 
taken a back seat from the 
start. Richard Holbrooke, the 


veteran US troubleshooter 
who brokered the Dayton 
accords which ended the war 
in Bosnia, has seized the 
lead - with mixed results. 

First, the US pressed the 
EU to impose economic ■ 
sanctions. Mr Holbrooke 
then persuaded the EU to 
hold off He thought he 
could persuade Mr Milosevic 
to begin a real dialogue with 
Ibrahim Rugova, leader of 
the main Kosovo Albanian 
party. After one meeting, 

Serb security forces renewed 
tbeir bombardment against 
civilians. The hard-headed 
Mr Holbrooke was taken for 
a ride. 

Second, the US responded 
with threats of military 
action. The Europeans 
dutifully rattled their sabres. 
Nato conducted air exercises 
over neighbouring 
Macedonia and Alb ania. But 
Mr Milosevic once again 
called the western bluff. The 
Serb security forces 
continued their crackdown 
and more Albanian refugees 
streamed out of Kosovo. 

For the Europeans, the 
advantage of dancing to the 
American tune is that so far 
there have been no serious 
transatlantic disputes over 



Kosovo's victims: Europe's 
leaders have turned a bind eye I 


policy. In 1991, the 
Americans were livid about 
the German-led diplomatic 
recognition of Slovenia and 
Croatia which they correctly 
predicted would break up 
Tito's Yugoslavia and spread 

war into Bosnia. 

There followed months of 
bitter transatlantic disputes 
over former Yugoslavia. The 
Europeans saw the conflict 
as a civil war between three 
different nationalities which 
should be contained within 
the borders of the old 
federation. A strong section 
of opinion in the US felt that 
the Bosnian Moslems had 
the right to be armed and to 
fight for self-determination. 

Europeans and Americans 
have vowed to avoid the 
same mistakes. Hence the 
common line on Kosovo. The 
Albanian majority can have 
"enhanced autonomy” but 
on no account full 
Independence. In a gesture 
towards Mr Milosevic, the 
EU has pledged to stop the 
flow of money and weapons 
to Kosovo armed groups and 
called an Mr Rugova to 
renounce violence and 
terrorism. 

So far, so good. In practice, 
events on the grounds are 
outstripping the policy. The 
Kosovo Liberation Army 
(KLA). a radical rival to Mr 
Rugova, now holds between 
25 and 40 per cent of 
territory, according to 
respective Russian and KLA 
estimates. Mr Holbrooke has 
already held contacts with 
the KLA Other US 
diplomats say Mr Rugova 
may no longer have the 
power to deliver a settlement 
acceptable to the militants. 

By contrast Europeans 
like the cut of Mr Rugova. 

He wears a cravat not a 
ha n Hanna He speaks 
English and French. In 
Luxembourg this week. EU 
foreign minis ters demanded 
that nothing be done to 
undercut Mr Rugova. He 


must remain the prime 
Interlocutor for the 
international community. 

The common transatlantic 
line is probably stronger on 
the questions of 
independence for Kosovo, if 
only because of Its 
implications for the rest of 
the Balkan region 
Granting the Albanian 
majority independence 

would have repercussions 
for the stability of the 
Macedonian state, with its 
Albanian minority. Even the 
Greek and Macedonian 
governments - perennial 
rivals - have agreed on this 
point. Independence for 
Kosovo could also trigger 
for independence 

among unruly minorities 
further east In the former 
Soviet Union and Russia. 

All of which brings us to 
the Russian dilemma. On the 
one hand. Moscow insists 
that it knows best how to 
deal with Mr Milosevic (a 
fellow Slav), and that any 
suggestion of more Nato-led 
militar y action in the 
B alkans is unacceptable. 
Russia’s leadership - 
already fuming over Nato's 
enlargement to the Czech 
Republic, Hungary and 
Poland - has watched parts 
of former Yugoslavia turn 
into a kind of Nato 
protectorate. Kosovo is a line 
in the sand. 

Yet Russia stands to lose 
more if the Kosovo conflict 
spreads. The Russian bluff 
can be called when - and if 
- the US and Europeans 
decide that Serb aggression 
must stop. The temptation, 
however, will be to pursue a 
policy of containment 
restricting a Nato 
deployment to perimeter 
countries and allowing the 
KLA to fight it oat with the 
Serbs. That makes sense in 
terms of avoiding a regional 
conflagration: but It opens 
the door to ethnic cleansing 
on a scale not seen since the 
Bosnian war and an even 
greater exodus of Albanian 
refugees. 

Mr Milosevic has seen his 
dream of a Greater Serbia 
shrink progressively ever 
since he first Interfered with 
Kosovo's status and 
unleashed Serbian 
nationalism. No wonder the 
Americans, Europeans and 
Russians are praying that he 
will see sense and order a 
ceasefire. 

Honeibcrrbehwftbe.com 


Same view 
of the two 
Houses 

From Mr William Wyndham. 

Sir, I am grateful to Philip 
Stephens for reviewing my 
new book (“The end of the 
line for pedigree”, Jane 
27-28). I willingly take the 
blame for not making a com- 
plex subject simple enough 
for Mm to see that my views 
largely coincide with his 
own. 

In particular, Mr Stephens 
suggests that I “missed” the 
need of fundamental reform 
to rebalance the relationship 
between Britain’s two 
Houses at Westminster. But 
that is just what my book is 
about. What, however, it 
also attempts to show is 
bow, practically, to achieve 
that balance - by a patient 
weighing-up of the best of 
earlier thinking on the sub- 
ject. Reform should grow 
like a river - and consensus 
- from many tributaries and 
can only be prepared by 
mapping them. 

William Wyndham, 

Castlegate House, 

Lewes BN7 1YT, UK 


LETTERS TO THE EDITOR 

Common route should 


be sought for cross 
border equity flows 


From Mr Adrian 
Cunningham. 

Sir, In “Crossing equity 
borders” (June 29). Simon 
Davies highlights the fact 
that investors are finding 
cross-border equity invest- 
ment hard to realise. 1105 Is 
true, but I would question 
his suggestion that it has 
been reasons of currency 
and convenience which have 
kept funds at home. If so, 
why have bonds and deriva- 
tive products managed to 
transcend borders with such 
ease? Given the diverse, and 
thus restrictive, regulatory 
framework, which governs 
the life assurance and pen- 
sions Industry across 
Europe, it is likely that the 
absence of a single market In 
these investment products Is 
limiting cross-border flows. 

French pension funds 
must hold a minimum of 50 
per cent of their portfolios in 
EU government bonds. Ger- 
many is similarly restrictive, 
capping equity holdings at 
36 per cent (30 per cent must 


he in EU markets and only 
per cent outside the BIT) 
Apart from limitations this 
puts on diversification into 
equities, firms seeking to 
compete in the life and pen- 
sion industry on a pan-Euro- 
pfffip basis are likely to find 
administrative costs prohibi- 
tive, slowing the establish 
xnent of a single market for 
Investment products and 
restraining competition. 

In an environment where 
the overhang of unfunded 
pension liabilities is of 
increasing concern, surely it 
is imperative to establish 
unif orm investment guide- 
lines? If this accelerates the 
move to cross-border capital 
flows, competitive pressure 
on domestic stock markets 
to reduce costs and intro- 
duce complementary trading 
platforms will follow. 

Adrian Cunningham, 
head of economics, 

Scottish Mutual Assurance, 
301 St Vincent Street, 
Glasgow G2 5HN, UK 


A firebrand seeking a moment’s success 


From Mr Rolf Joachim 
Siegen. 

Sir. A political portrait of 
Oskar Lafontalne would 
remain necessarily incom- 
plete without com bining ft. 

as you did, with a photo 
characterising him in his 
typical pose (“SPD left wing 
firebrand flies a Blairite ban- 
ner”. June 25). The body lan- 
guage reveals the fellow's 
talent as an agitator, fist 
swinging and spitting out 
slogans in the spirit of class 
struggle. 

Is such a demagogic man 
qualified for a central posi- 
tion of leadership on Ger- 
many's way into the upcom- 
ing millennium? Give me a 
breakl Mr Lafontalne is to be 
truly called a firebrand; how- 


ever, a destructive one. His 
public a ppepranro as a rah, 
ble-rouser fits well with the 
poverty of his arguments. He 
arbitrarily picks out any 
catch-phrases and dissemi- 
nates them as supposed 
truths. Being such a charac- 
ter he plays upon the naiv- 
ety of his audience. For a 
charlatan like him merely a 
moment's success counts. 

For Instance, Mr Laf on- 
tame's statement that the 
current economic situation 
in the US supports his politi- 
cal ideas is pure invention. 
To the contrary the exact 
opposite is true. According 
to the German financial 
paper Handelsblatt, Duessel- 
dorf. the American chamber 
of commerce in Franfurt just 


rejected explicitly the tax 
plans of the Social Demo- 
crats. 

Finally. Mr Lafontaine. in 
presenting the Social Demo- 
crats - under his guidance - 
as the appropriate alterna- 
tive to Chancellor Kohl, can 
be easily defeated with his 
own arguments. As premier 
of the German state of Saar- 
land nobody other than he 
personally is responsible for 
one of the most lamentable 
situations In Germany ear- 
marked by high unemploy- 
ment and a strong public 
deficit 

Rolf Joachim Siegen, 

5630 Amaya Drive, Ap. 90, 
La Mesa. (San Diego), 

CA 91942. US 


Aftermath of 
a landing 

From Mr David Lang. 

Sir, 1 notice that there 
seems again to be a lot of 
disc ussion about whether or 
not the economy is heading 
for a bard or a soft landing. 
Can someone kindly explain 
exactly what this means? In 
what sense does the econ- 
omy land? Can anyone pre- 
dict the date when It is due 
to do so? Does anyone know 
when It has? 

Further, I would be glad to 
know what happens to the 
economy when it has landed. 
Does it stay down for long? 
Is it put into some sort of 
hangar to keep it dry or is it 
left out to get wet? Presum- 
ably if it has had a hard 
landing it will have to stay 
grounded for longer while 
repairs are carried out. 

What most intrigues me, 
however, is what happens to 
everything else once the 
economy has landed. If, as I 
suspect, things carry on 
much as before might it not 
be better to put the whole 
thing into mothballs and 
stop worrying? 

David Lang; 

6 Cornwall Road, 

Dorchester, 

Dorset DTI 1RT, UK 


Markets not 
depressed 

From Mr Kenneth ' 

S. Milliard. 

Sir, Many readers would 
like to know if your statisti- 
cians and analysts could 
show a correlation between 
the rise in sales of. anti- 
depressants and sedatives in 
the US dining the past year 
of 18 per cent and the rise in 
the US stock market indices 
over the same period (“Anti- 
depressant advertisements 
pep up US pharmacy sales”. 
June 25). 

Kenneth S. Mallard, 
apartment 2, Aynboe Park, 
Banbury, Oxen. UK 


Race for 1 999? 


With computer systems the world over having to shut down to adjust their dates 
ready for the year 2000, will banks' business critical operations be ready? 


’•4 


All you need to know is in E ^ 
BANKER - The Banker's special 
technology supplement 
featuring an survey of the lop 
1000 world banks on the Year 
2000 issue. 

Regulators hove insisted that banks be 
ready by this data so thorough testing 
con be fully completed during 1 1999 
before that fateful day. 

However according to the results of 
o survey of the lop 1 000 banks 
published this month in E BANKER, 

The Ban>K's new technology 
supplement, many banks' critical 
systems will not be 1 00% compliant 
by 1999. 

The E BANKjER survey provides the 
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Old fox takes new bite 

Rupert Murdoch's latest move, says Christopher Parkes, was characteristic: it was 
unexpected, it breaks new ground, and it could weli be risky 


T he projected demer- 
ger of News Corpo- 
ration 's US enter- 
tainment assets 
shows haw far Rupert Mur- 
doch has gone in turning an 
Australian newspaper 
empire with profitable Brit- 
ish assets into a global enter- 
tainment business based in 
America. 

In the process, he has 
rewritten the rules of the US 
entertainment and television 
business by increasing the 
price of the most popular 
sporting events. Now, the 
question is whether the 
rules of US Investing - in 
particular, the transparency 
US Investors demand - will 
change him. Notorious for 
his involvement at every 
level of the business, he is 
often said to be the only man 
who really knows what is 
going on at News Crap. 

That also means tha t, as 
with most of the manoeu- 
vrings of the master of the 
unexpected, there is room 
for doubt and speculation. 
At 67, under pressure from 
his estranged wife to work 
less, Mr Murdoch could per- 
haps be trying to rearrange 
News Corp's assets the bet- 
ter for his heirs and succes- 
sors to understand. On the 
other hand, since old dogs do 
not learn new tricks. Mr 
Murdoch might also be set- 
ting the company up for a 
fresh round of acquisitions, 
using high-value stock in the 
newly-created group to buy 
yet more assets in the 
world's biggest single enter- 
tainment market. 

Certainly, stock markets 
seem In a mood to be gener- 
ous, The cheer that greeted 
the proposed deal In New 
York on Monday continued 
in the group's Australian 
homeland yesterday. After a 
12 per cent surge on Wall 
Street. News Corp shares 
rose 8 per cent in Sydney as 
investors concluded that Mr 
Murdoch, chairman and 
chief executive, had changed 
tack. 

From building up the 
group, they said, he had 
turned to building value. He 
had bowed at last to inves- 
tors' appeals for greater 
transparency. He had recog- 
nised that the mis-match 
between mature publishing 
businesses and fast-growing 
mass media was preventing 
the group from realising its 
stock market potential. 



Murdoch: might bs pre pa ring for a fresh round of acquisitions 


By combining its US Inter- 
ests in television, film and 
sports in a new company. 
Fox Group, and offering 20 
per cent to the public. News 
Corp would extract a “pure- 
play” all-American enter- 
tainment company from its 
jumble of international 
assets. 

It was, stock market ana- 
lysts claimed, one of the 
most shareholder-friendly 
manoeuvres they could 
remember. By reducing the 
corporation's complexity and 
separating out Fox, an entity 
more directly comparable 
with competitors snch as 
Walt Disney. Time Warner 


eral corporate purposes such 
as paying down debt and 
funding share repurchases. 

The shake-out has its 
risks, as is common with 
Murdoch manoeuvres. The 
transparency that comes 
with the separation of prime 
assets that contribute more 
than half of group revenues 
may cast an unflattering 
light on the rest of News 
Corp, which includes busi- 
nesses such as the loss-mak- 
ing StarTV in Asia. 

But such assets are a char- 
acteristic feature of Mr Mur- 
doch's business. Taking 
chances has been as com- 
mon in News Corp's strategy 




Notorious for his involvement at every 
level, Murdoch is said to be the only 
man who really knows what is going 
on at News Corp 


and Viacom, the shift would 
encourage investors to . 

revalue the stock. 

Although News Corp has 
shared in the past year’s 
run-up of entertainment 
stocks, it has trailed the 
pack because it has been val- 
ued more as a media con- 
glomerate than its rivals. 

On completion of the 
transaction, expected by the 
end of the year. News Corpo- 
ration win be left with gross 
receipts estimated at any- 
thing from $2bn to $4bn. 
According to the statement 
issued on Monday, the pro- 
ceeds will be used for gen- 


as as shareholder-friend- 
liness has been rare. 

Earlier this decade, the 
$3bn purchase of Walter 
Annenberg's private publish- 
ing business, including TV 
Guide and Seventeen, almost 
crippled the group as debt 
drove Mr Murdoch to the 
brink. But the last reminders 
of that debacle were con- 
signed to history earlier this 
month when News Corp gar- 
nered $2bn in cash and stock 
as TV Guide was folded into 
an on-screen programme list- 
ing service. 

As a rule, the big risks 
taken in the US have paid 


off. Using acquisitions as a 
base. News Corp has typi- 
cally thrown rivals off-guard 
and gained ground in the 
process by attacking the eco- 
nomic assumptions under- 
pinning his target industries. 

Just as he used the TimeG 
as a weapon in the price 
wars that transformed the 
economics of the so-called 
quality broadsheet press in 
Britain, Mr Murdoch has 
used similar means to blud- 
geon his way to the forefront 
of the US entertainment 
media. 

His Fox Network ranked 
as a feeble also-ran in US 
television broadcasting until 
1993 when News Corp paid 
doable the going rate for 
American football broadcast- 
ing rights, which bad hith- 
erto been the preserve of 
CBS. The manoeuvre, shock- 
ing at the time, robbed CBS 
of its leading place in the 
rankings - a. blow from 
which it has yet to recover. 

Fox sprang to instant promi- 
nence as the network 
favoured by the young male 
viewers who make up the 
audiences most sought-after 
by mass market advertisers. 

Echoes of that coup were 
heard again earlier this year, 
when the cost of football 
television rights was again 
doubled in one of the fiercest 
bidding battles seen. Mr 
Murdoch was again 
Involved. 

Now it Is News Corp’s film 
studio, 20th Century Fox, 
which threatens to wreak 
havoc in the economics of 
the movie business with the 
extraordinary records being 
set by 7Y/anrc. With gross ^ 
revenues approaching $2bn 1 
- and the home video yet to 
come - the film mocked for 
Its overblown $250m budget 
has set new standards that 
have sent rivals reeling. 

Although the studios 
declare Titanic an aberration 
and Insist they are grinding 
down costs, Walt Disney is 
believed already to have 
spent $200m producing and 
promoting Armageddon. 
which opens in the us 
tonight 

News Corp's investors 
should have reason to be */■ 
happy about the results Fox/® 1 
has already generated, and \ 
with the corporate transfer- ' , 
mation ahead, but that is no 
reason to aRsumg that the 
old fox has changed his atti- 
tude towards the hen house. 
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The year of 
Asian crisis 


The Thai baht devalued a year 
ago tomorrow. Just as a small 
stone can trigger a rockslide, 
the baht's fall started a collapse 
in emerging markets. It is the 
economies first caught in the 
slide that have suffered the big- 
gest economic declines. The 
urgent question is how to 
secure a swift reversal. 

So far that is not happening. 
The latest consensus says Indo- 
nesian grass domestic product 
wifi shrink 13 per cent this 
year, Thailand's 6 per cent. 
South Korea's 4 per cent and 
Malaysia’s 2 per cent The Tore- 
cast for next year is for further 
sluggishness. The outcome will 
probably be worse. Behind 
these recessions are the cessa- 
tion of private finance from 
abroad and vicious debt defla- 
tion at home. 

Nothing could be done about 
the first once the creditors' 
rush for the door had begun. 
Confidence takes time to 
restore. But the resultant swing 
in net private capital flows to 
Thailand, South Korea. Malay- 
sia, Indonesia and the Philip- 
pines of S109bn (£65bn) between 
1996 and 1997 - ii per cent or 
pre-crisis aggregate GOP - was 
devastating. Fortunately, this 
adjustment is almost complete. 
According to the Washington- 
based Institute for International 
Finance, the current accounts 
of these countries will shift 
from a deficit of $55bn in 1996 to 
a surplus of $31 bn this year. 

Even so, swift recovery can- 
not be expected. The combina- 
tion of over-depreciated curren- 
cies with high indebtedness, 
much of it in foreign currency, 
has destroyed the solvency oT 
large parts of the private sector. 
This dire situation is set to get 
worse, for two reasons: first to 
take just the example of Thai- 
land, real GDP next year will be 
some 25 per cent below what it 
would have been if pre-crisis 
growth had continued; second, 
real interest rates remain 
strongly positive. 

Three-part answer 

What then is to be done? The . 
answer has three parts; recog- 
nise losses; reorganise debt and 
expand economies. 

Even with the luxury of being 
able to run a policy of very 
cheap money, Japan has been 
unable to sweep losses under 
the carpet forever. With their 
need to avoid further currency 
collapse, the afflicted Asian 
countries are in a worse posi- 
tion. They must pursue swift 
debt restructuring, instead. The 
urgent need is a legal frame- 
work for comprehensive reor- 


ganisation of the debt of insol- 
vent companies. 

The approach should be; 
accept the destruction of exist- 
ing equity; convert debt into 
equity to make potentially prof- 
itable companies viable; close 
companies unable to cover their 
operating costs. Both domestic 
and foreign lenders should be 
required to participate in 
debt-equity swaps. The new 
owners can then do what they 
wish with their companies. 

IMF support needed 

A swift government-organised 
financ ial restructuring will not 
happen without strong support 
from the International Mone- 
tary Fund and governments of 
leading industrial countries. 
Can it happen without public 
money as well? The answer Is; 
yes, but only up to a point 

A bad reason for injecting 
public money is to save politi- 
cally Influential owners of 
bankrupt companies. Naturally, 
such powerful people will do 
anything to avoid losing their 
wealth. But the use of public 
money to protect them will set 
a dreadful precedent 

The better reason for use of 
public money is to save the core 
banking system. Since the gov- 
ernments have already guaran- 
teed the liabilities of their 
banks, they will need to recapi- 
talise them anyway. But the 
existing equity of insolvent 
institutions should first be 
wiped out Public equity suffi- 
cient to make banks sound 
should then be injected, allow- 
ing them to write off bad assets 
or convert them into equity. 

The cost of what amounts to 
nationalisation should be met 
by the issuance of government 
bonds, which east Asian coun- 
tries are fortunately in a good 
position to do. When economies 
have started to recover, the 
equity of the rescued banks 
should be sold. 

With such a rapid economy- 
wide conversion of debt into 
equity, governments will halt 
the debt deflation. They should 
then pursue wider economic 
reform and the loosest macro- 
economic policies consistent 
with avoiding another collapse 
of the exchange rate in order to 
kick-start their economies. 

The combination of austerity 
with a failure to recognise 
losses is virtually a guarantee 
of continued stagnation. The 
alternative is debt restructuring 
and economic expansion. The 
solution lies largely with the 
governments of afflicted coun- 
tries. They must be encouraged 
to act decisively now. 


Lome 

crossroads 


Every five years the European 
Union has rolled over its Lome 
aid and trade convention with 71 
African, Caribbean and Pacific 
(ACP) countries with only minor 
tinkering. But as the EU gears up 
to renegotiate Lome again, it is 
clear that change may at last be 
on the way. particularly in the 
convention’s trade provisions. 

EU ministers this week 
endorsed the Brussels Commis- 
sion's proposal of replacing exist- 
ing. and ineffective, trade prefer- 
ences with free trade 
arrangements with each of the 
ACP areas in different conti- 
nents- This would not happen 
immediately, but after the next 
renewal of Lome expires in 2003. 

To help them adapt, the ACP 
countries would get 3-10 more 
years than Europe to abolish 
their tariffs. EU ministers also 
pledged that those ACP states 
which did not want such free 
trade would get "equivalent 
treatment" to their current situa- 
tion. and more vaguely promised 
,i Europe's efforts to get them bet- 
-* ter tariff status in the World 
Trade Organisation. 

Whether this will soothe the 
nerves of ACP states, who are 
worried that their frail economies 
will crack under unbridled com- 
petition with industrialised 
Europe, is not certain, it is. how- 
ever, clear that Lom& is no longer 
properly serving the interests of 
either Europe or the ACP. 

Forged in 1915 largely with far- 
mer European colonies, Lome 
helped Europe assuage its post- 
colonial guilt, maintain western 
influence during the cold war. 
and perhaps keep aid higher than 
. •• it would otherwise have been. Its 
unique combination of aid and 
trade benefits also appeared to 
offer the ACP states a generous 

deal. .. 

But Lome aid, currently 
Ecu3bn a year, has not signifi- 


Asia’s Great Depression 

On July 2 last year, Thailand devalued the baht and precipitated the region’s worst economic 
crisis since the 1930s. In the first of two articles, FT writers consider the impact of a year of 
turmoil. Today, Peter Montagnon and Ted Bardacke look at the country where it all began 
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ww a A / down and we 
Wf W don't know 
Y ▼ when we'll 
reach the bottom." So says Thak- 
sin Shinawatra, a Thai mobde- 
phone entrepreneur who went 
into politics and is a former for- 
eign minister. 

It is a gloomy assessment of 
Thailand's situation almost a 
year after the country sparked 
Asia's economic crisis by devalu- 
ing its baht It contrasts with the 
praise Thailand has received 
from international bankers and 
others for the zeal with which 
prime minis ter Chuan Leekpai 
has followed International Mone- 
tary Fund prescriptions. 

Yet Mr Thaksin has reason to 
be anxious. Thailand's economy 
Is expected to shrink between 5 
and 8 per cent this year, accord- 
ing to private sector economists. 
Credit has dried op. government 
finances are Light, real wages 
have collapsed and the dollar 
value of exports is barely rising. 
All this puts Thailand in the mid 
range of Asia's troubled coun- 
tries; better than Indonesia, 
where national income is likely 
to Call 12-13 per cent this year, 
worse than Malaysia, where the 
consensus forecast Is minus 2 per 
cent First into the crisis, Ttaai- 
I land should be closest to a cure. 
Yet after a year there is stm no 
convincing evidence that the 
medicine is working. 

Is Thailand's plight continuing 
because its basic approach is 
wrong? Does it reflect the pom- 
external climate, made worse by 
the travails of Japan? Or is it due 
to tiie sheer size of the clean-up 
needed? These questions will pre- 
occupy other governments in 
Asia, too. as they ponder the first 
anniversary of the crisis. 

At the heart or the matter is a 
dilemma that is only now becom- 
ing clear. Since so much domes- 
tic capital was wiped out by the 
bursting of its property and 
investment bubble, the most 
pressing need is to recapitalise 
the banking and industrial sector 
with foreign capital. 

The question is how. The het- 
erodox view is that the govern- 
ment should provide mare mone- 
tary and fiscal stimulus because 
foreign capital will not flow into 
an economy that is shrinking so 
fast Bad loans in the banking 
system are still growing, says 
Ammar Siam walla of the Thai- 
land Development Research Insti- 


tute, not because of the impact of 
devaluation on corporate balance 
sheets and cashflow but because 
of the weak demand. More deval- 
uation and easier money are 
essential, he says. 

That is not how the authorities 
see it They say the country can 
attract foreign money only If it 
contains inflation and stabilises 
the exchange rate. "We are not 
abandoning the game of stabilisa- 
tion, to swing the other way into 
flooding the market with liquid- 
ity,” says Tarrin Nimmanhae- 
minda, finance minister. “There 
Is no assurance that we wouldn't 
get into a liquidity trap if the 
market is not confident that 
we're not moving the right way." 

So the government is concen- 
trating on promoting corporate 
restructuring to sanitise the 
h anking system, get credit flow- 

Asia’s year of reckoning 

July: the trigger 
2 Thailand floats the baht It falls 
20 per cent to Bt29 against the 
dollar. Malaysian ringgit at 
M$2£2/$; South Korean won at 
Won887/$; Indonesian rupiah at 
Rp2,434/3. 

8 Malaysia Intervenes to support 
the ringgit 

1? Singapore allows currency to 
falL 

24 The region's currencies fall 
further. Mahathir Mohamad, 
Malaysia's prana minister, says 
"rogue speculators’ are to blame. 

August: the first IMF package 
14 Indonesia floats the rupiah, ft 
falls to Rp2, 682/S. 

20 IMF approves $17bn rescue 
package for Thailand. 

23 Dr Mahathir calls George Soros 
a “moron*. 

October: Wall Street reacts 
14 Taiwan devalues. 

20-23 Hang Seng falls 25 per cent 
In four days. 

27 Hang Seng fails another 5.5 per 
cent triggering reaction round the 
world. Wall Street fads 554 points 
(72 per cent), its biggast-ever 
points loss. 

31 IMF unveils $23 bn rescue 
package for Indonesia. 

November: the crisis widens 
10 Brazil cuts pubfic spending 15 
per cent having doubled interest 
rates to 43 per cent 
17 Korea stops supporting the 
won. It falls to more than 
Wonl.OOQ/S. 


tag again and revive the econ- 
omy. It has started to put the bill 
for resetting the banking Systran 
on its own books. Corporate 
restructuring will force banks 
and companies to realise losses 
incurred during the bubble, so 
the slate can be wiped dean. 

The new session of parliament 
that opened last week will 
attempt to pass new legislation 
on bankruptcy and foreclosure, 
areas where other Aslan coun- 
tries have also lagged behind. 
New laws wm also heft) speed up 

privatisation and relax restric- 
tions on foreign ownership of 
property. All these should help 
encourage restructuring, 
although an election looms next 
year, which could be destabilis- 
ing. 

Nevertheless, the government 
can claim same successes. Last 


20 Won foils the maximum 
permitted 1 0 per cent for three 
days running after emergency 
budget 

24 Yamaichl Securities goes bust 
Japan's largest corporate failure. 
This follows the bankruptcy of 
Hokkaido Takushoku (the 10th 
largest commercial bonk) and 
Sanyo Securities. 

December Korea at the brink 
4 IMF approves $57bn rescue 
package for Korea. 

6-8 Holla, Korea's 11th largest 
conglomerate, files for protection 
from creditors. Thailand closes 58. 
finance companies. Malaysia cuts 
public spending by 18. per cent, its 
biggest policy change for decades. 
12 International banka say Korea 
must renegotiate $57bn IMF 
package. Won hits Won1,891/& 

17 Japan cuts income tax by 
$16bn. 

18 Kim Dae Jung elected Korean 
president. 

26 Won rises by nearly a quarter. 
January 

15 IMF and Indonesia sign new 
agreement on economic reform. 

22 Rupiah coflapses, falhig to 
Rp17JXXV$ before rallying. 

27 Indonesia suspends debt 
service payments. 

2B Korean go v ernment and creditor 
banks reschedule $24bn of debt 

April: Japan's big adi-off begins 
2 Chairman of Sony says Japanese 
economy on verge of collapse. 


week it raised men than |600m 
(SSOCta) from the sale of loans on 
the books of failed finance com- 
panies. Two large batiks - Bang- 
kok Bank and Thai Famxscs - 
have raised large International 
share issues. From Tteaco of the. 

UK in retailing to Norsk Hydro In 

potash, foreign buyers of Ihat- 
assets have been on the prowl 

But the price of maintaining: 
exchang e Tate stability has been 1 
high. There has been a fierce 
monetary squeeze (broad money, 
is growing more slowly -than 
prices); unemployment is rising: ; 

Nor can the government easily 
relax fiscal policy. Although the 
IMF foresees a budget deficit of 3 
per cent of gross domestic prod- 
uct for the fjirreait fiscal year, 
this excludes the cost of carrying 
the debt Incurred as part of the 
$25bn rescue operation for the 


Nfldcei'falts 3.3 per cant 
3 Moody's downgrades Japan's 
sovereign debt Debate on IMF.In 
US Congress: widespread attacks 
on the Fund’s performance in Asia. 
8 Yet another IMFJndonesia 
agreement on economic reform. 

17 US trade deficit reaches 
$12.1bn In January, highest-over 
monthly figure. ' 

May: Indonesia’s crisis 
8 Student riots erupt h Jakarta. 

13 Jakarta's stock market fails ~ 

8 per cant; rupiah fata to more . 
than Rpl 0,000/$. 

19 Russia raises Interest rates to 
90 percent 1 

21 Suharto resigns. 

20 Korea's OOP fate 3.8 per cent 
in first quarter. • 

27 With the rouble under severe 
pressure, Russia raises Interest 
rates to 150 per cent 

Jine: The US steps In 

8 Yw fata below Y1 40/$. 

Australian dollar fate to A£|. 65/$; . 
just above Bs all-time low. 

10 China's central bank governor 
raises fears China might devajuefri 
wake of tee feting yen. Taiwan 
dofiarfaSsto 11 -year low. 

12 Japan says first quarter 6DP ; * 
fell 5^ per (tent at annual rata. - 

18 US end Japan intervene to prop 
up toe yen. 

23 Hong Kong announces $32bri 
package to support currency. 

30 Baht at Bt42£/$; ringgit at 
M$4.128/$; won at Won1,373/$; 
rupiah at Rpl 4,750/$: 


ftrmwriai sector. With the interest 
cost of this debt included, the def- 
icit is somewhere between 5 and 
6 pec cent, and it is not dear 
where additional funds would 
come from to finance a larger def- 
icit. Partly because of the turmoil 
created by the Japanese crisis, 
Thailand has still not launched a 
pjfnned hrinmaHanal hfflid issue. 

Critics say Ihe policies are lead- 
ing to an fmpanKP- in an extra cr- 
d inary cri-de-coeur, Sathit 
Othaisri, group executive 
vice-sresktent of Bangkok B ank , 
warns that bad loans are grow- 
ing. It Is nearly im p ossible in 
this environment to turn non-per- 
forming loans into good ones," he 
says. Orthodox solutions are no 
longer the answer, he adds. "We 
have to replace the whole system 
with something that bears no 
relation to the past" 

For some in Thailand that 
implies a retreat into national- 
ism. Already there have been 
objections to the possible sale to 
foreigners of state-owned enter- 
prises such as Thai Airways 
TntBrqatinnwl and BaUgChafe, the 
petrol refiner and distributor. 
Legislation allowing foreigners to 
own property is Ekdy to be con- 
troversial and prices may yet 
have some way to fell before any 
real buying 1 Interest appears. 
There may also be strong resis- 
tance to foreclosure procedures 
even when the new legislation is 


Exchange rates 
Agahat s» doter (refcoed) 


Mr Thaksin sajB the answer is 
to alter the dosage, though not 
the Thailand may not 

be able to start growing again 
until the financial sector Is 
reformed and the losses that 
have been Incurred have been 
paid for, but, he says, the real 
economy cannot survive with 
such high interest rates. Indeed 
he reckons that If growth does 
not resume soon there win be no 
one left far a deaned-up femWng 
system to tend to. 

Thailand Is still straggling to 
keep the balance between encour- 
aging growth and reasserting 
macroeconomic stability. There 
has been sane relaxation on the 
monetary and fiscal front, but 
restoring the health of the finan- 
cial system is paramount “Do I 
feel the heat? Yes, of course,” 
says Mr Tarrin. “But that’s the 
way it is." And, if Thailand is 
any guide, that is the way it will 
be, at least for now, all ova- Asia. 

The next article uriU look at 
Asia and other emerging markets. 
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cantly helped ACP states, of 
which 39 are among the world's 
48 least developed countries. Its 
S tabes and Sysmin schemes are 
expensive, but have hardly stabi- 
lised ACP commodity earnings. 
Its banana regime has been 
thrown into turmoil by a WTO 
ruling, while the value of its 
sugar regime will be threatened 
by Europe's increasing alignment 
on world prices. Mast damning of 
all is the fall in the ACP share of 
the EU market, from 4.7 per cent , 
in 1990 to 2.8 per cent in 1994. as 
world trade liberalisation has 
steadily eroded the advantage 
afforded by Lorn# preferences. | 

The question is whether 
regional free trade areas (FT As) 
are the best replacement for I 
Lome on trade, and if so, how ' 
feasible they are. Brussels has 
always favoured the spread of 
regional integration. But even if 
one accepts that FT As are build- 
tag blocks towards multilateral 
liberalisation, it is doubtful that 
there is sufficient political cohe- 
sion among the African, Carib- 
bean and Pacific members of 
Lome to negotiate free trade, ft 
appears to have been this doubt 
that, inside the EU, led some 
northern, liberal countries to 
question the FTA Idea. 

Ideally, ACP states would 
match the EU in committing 
themselves to freer trade and 
thereby remove once and for all 
the red tape and corruption 
opportunities that trade protec- 
tion brings. The EU should there- 
fore push the FTA idea to see 
how far it will go, without creat- 
ing diversionary effects on trade, 
in doing so. however. Europe 
should not be distracted from the 
need to get a better world regime 
for less developed countries in 
general It ones Its former colo- 
nics a last big effort, one way or 
another, to integrate them better 
into the world economy. 


Sources: OafadrKm/lCV, WW, O/G Bamgs 
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Viennese 

whirl 


Best of luck to Viktor KEma, toe 
Austrian Chancellor who climbs 
into the Europe’s hottest seat 
today as his country takes Its first 
shot at bn EU presidency. 

The schoolteacher's son 
suggested a few weeks back that 
he'd teamed lessons from Britain 
about how not to run the show. He 
wasn't shy about criticising British 
PM Tony Blair for falling to do his 
homework before the Brussels 
summit which raided up being 
overshadowed by Franco-German 
arm-wrestling over toe European 
Central Bank. 

Now is the moment for Austria's 
former oil Industry boss to show 
that he really can make things run 
smoothly. But It wont be easy. 
Austria is still adjusting to the 
cultural shock of EU membership. 
By most accounts, the infinitely 
flexible Firms are top of toe 
Euro-dess of 95. while toe 
stubborn Swedes refuse to join the 
mainstream; toe Austrians are 
reckoned to be somewhere 
in-between and Kiima will want to 
encourage a more positive role. 

Meanwhile, he’s got to press 
ahead with thorny issues like EU 
enlargement to central and eastern 
Europe. whHe keeping one eye on 
toe rugged political landscape 
back home. With national elections 
scheduled for next year, Austrian 
right-wing popufist Jfirg Haidar will 
be waiting to make the most of 
any slips. 


Observer wishes Herr Kiima 
every success - and reminds him 
that, like Tony Blair, he wfll be 
assessed at the end of his 
presidency. 

Border country 

Percy Bamevik, the fast-talking 
chairman of ABB and Investor, 
believes In a new, borderless world 
of business. But, as he told toe 
annual congress of European 
Chambers of Congress, he 
sometimes has trouble getting his 
vision across. 

Dining with Michel Roeard, 
Bamevik started expoundng on 
I US market forces. The former 
French prime minister bristled: 

"You Americans cannot criticise us 
about subsidies.” Bamevik 
explained that he lived in 
Switzerland. "You Swiss an the 
worst of all” came the reply. 
Bamevik protested that he was, fai 
foot, Swedish. "Wed," retorted 
Roeard, "you have nothing to be 
proud of." 

The conclusion? It really doesn't 
matter where you're based or what 
passport you cany. QED. 

Song for Europe 

A surprisingly high interest rate as 
the European Central Bank was 
launched with some pizazz In 
Frankfurt's elegant Atte Oper. But it 
wasn't toe high-brow selection of 
works by Wagner, Verdi, Gounod 
and Elgar - or even a lively French 
drinking song - that got the crowd 
going. Europe’s poBtical and 


banking elite reserved their 
standing ovation for a stirring 
chorus of Money makes the world 
go round by Maastricht's Royal 
Dutch male choir. 

First on his feet to applaud was 
Wfrn Dulsenberg, toe normally 
stolid Dutchman who'll be caJBng 
the time as the ECB's first 
president Next to rise were 
Chancellor Helmut Kohl, 

Germany's biggest baritone, and 
Jacques Deters, the former 
European CommtesJon who can 
stiO belt out old favourites with the 
best of them. 

For Kohl, who was next to 
speak, the foot-tapping extract 
| from toe musical Cabaret was a 
tough act to follow. Though Ifs 
lucky they didn’t choose Hey, Big 
Spender. 

Up the Crete 

Up-and-coming banking tycoon 
Spyros Latsis Is a reefesrve type 
about whom fttie Is known. But he 
can't be a superstitious man. 
Otoetwisd he wouldn't have bought 
Cretabank, the Greek financial 
institution which seems to bring 
monumental bad fortune to Its 
owners. 

The Latsis family bought control 
of Cretabank at Monday's 
government auction through their 
EFG Eurobank chain of private 
banks. Greek bankers reckon that 
Spyros, son of the legendary 
Shipping magnate John Latsis, 
paid a very full price to gain 
control. Oie theory is that he'e 
trying to buy off the evil eye; 


Cretabank's two previous owners 
both ran teto serious trouble. 

Trie Camas shipping family soki 
what was then known as Bank of 
Crete in toe mid-1980s - but not to 
time to prevent their luxury hotel 
resort In -northern Greece, Porto 
Canes, from slipping into 
bankruptcy. Garage Koskotas, the 
Greek-American entrepreneur who 
bought it, was subsequently 
caught with hte hand to toe tiH and 
is still serving a long jail sentence 
for fraud. 

Let's hope the Latsis dan have, 
rn best Grade tradition, hung up : 
blue beads for luck. 

Little big man 

Only last week a group of Njpily 
trained British array officers had to 

be rescued from the snowy slopes 
of Mount McKinley when their 
attempt to conquer North 
America's highest mountain turned 

sour. Now the fearsome Alaskan 
petit has been conquered by a 
climber who's not old enough to . 
Join the Boy Scouts let alone the 
Princes of Wales's Royal Regiment; 
12-year-old KinvYong Sok from 
South Korea completed the 20,000 
ft meant Ia3t weekend - 
accompanied by his dad. ' 
But the British amnyfe finest 
shouldn't feel too bad aboutbefng 
eclipsed by the mountaineering 
minor. Young Kim has been * 1 . 

cflmbing since he was toree years 
old and bagged the Matterhorn at' 

toe age of eight. At tow rate he’ll ... 

scale Everest before he reaches , “ 
puberty. 


100 years ago 

Workmen's Compensation Act 
-To-day comes into operation 
one of the most socialistic 
measures yet adopted by 
Pa r liam e nt It is nearly eleven 
months since the Workmen's 
Compensation Act received the 
Royal assent, and during toat 
time employers have been busily 
engaged to trying to determine 
their Babffity under toe Act, and 
to find protection from the 
tremendous responstoTOty cast 
upon them. The effect of the Art 

Is to make every employer 
wtthto the statute the insurer of 
his workmen against ac cidents 
which incapacitate them from 
work beyond two weeks. The j 
old-fashjoned notion that every I 
master ought to be made to pay 
only when he or hfe servants 
have been guilty of negligence 
or misconduct te a principle now 
exploded. 

50 years ago 

Finn stand in Berlin 
Britain, the U.S. and Ranee are 
to stand firm in Berth. Mr. 

Bavin, Foreign Secretary, made 
this abundantly dear In toe 
Commons yesterday, but at the 
same time warned MAs that as 
a result c# the steps that would 
have to implement this decision 
- toe greet akfift to keep Berth 

supplied — "a grave situation 
might arise.* 
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Veba veers off course 


Veba's sluggish performance recently has 
won it few brownie points. Labouring 
beneath a sizeable conglomerate discount, 
it has underperformed the German mar- 
ket by 33 per cent sin c e January 1997. 
Hence the 8 per cent share price fall cm 
Ulrich Hartmann's anmnnwit that TwaeHwg 
a double-digit earnings target this year 
would be “very difficult". Fears of large 
charges to deal with the main problem 
area, an uncompetitive silicon wafer busi- 
ness, have led to substantial downgrades 
for 1998 and caution thereafter. 

It will be no bad thing if this prompts a 
more radical restructuring. Softened port- 
folio optimisation, which many German 
conglomerates substitute for strategy, has 
run its course at the diversified electricity 
business. Now the easy cost-cutting Is 
done, tinkering around the edges win not 
get shareholders’ pulses racing. Encourag- 
ingly, Mr Hartmann hfnfcwt at plans to cot 
the number ot Veba’s business emits 
further, from 40 to around 25. 

There should be little compunction 
about dimming down to the core electric- 
ity business and -growing telecommu- 
nications oper luce complications 

in its sharehom^e structure have been 
sorted out, the oil division should go. 
Likewise, when the Degussa merger is 
complete, the chemicals division should 
be restructured and then demerged or 
sold. Investing any proceeds in these two 
areas, and perhaps also a buyback, should 
ensure the shares outperform again. 

Rhodia 

Rhodia is a story the market wants to 
believe. Rhdne-Foulenc sold 33 per cent of 
the nhemirai business last week, and the 
shares, priced right at the top of the 
range, have jumped 20 per cent since. This 
looks overdone. 

True, the business trades at a discount 
of between 15 and 30 per cent to speciality 
chemicals companies Ciba Speciality 
Chemicals and Clarion!. But a discount is 
Justified. Their portfolios are for stronger, 
boasting jewels such as Ciba’s additives 
business and dariant’s process and per- 
formance chemicals. Rh odia *s profile lnm 
improved but there are still weaknesses. 
Divisions such as paper and wraHng s and 
detergents are in part biased towards 
commodity dwaifain. 

The management wants to improve 
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returns from its research and develop- 
ment budget. But the quickest way to 
inject more speciality chemicals into a 
portfolio is through acquisitions. And 
recent deals in the sector have been 
pricey. 

Meanwhile, Rhodia lags behind rivals 
OH marg ins and COStS. It is aiming for 
margins of earnings before interest, 
depredation and amortisation - ebitda - 
of 15 per cent by 2000, compared with 
around 12 % per cent now. To get there it 
needs to cut headcount - possibly by 5 
per cent. The sale of its polyester business 
should complete the trick. By then, 
though, its competitors will have moved 
on. Rhodia’s recovery story deserves an 
audience, but Investors should be wary of 
premature comparisons with rivals that 
have earned their rating. 

Hilton Hotels 

HQton has only itself to blame for the 
lama reception that greeted yesterday’s 
plan to demerge its hotel and gaming 
interests. The logic behind a split still 
holds: freed of the poorly performing casi- 
nos, the hotel company should attract a 
higher valuation; and as pure entities, 
they win each be better placed to partake 
in industry consolidation. 

But this demerger has been on the cards 
for so long that investors' enthusiasm has 
cooled - as has the US hotel market. 
Meanwhile, several big deals have slipped 
through Hilton’s fingers, from ITT and 
Circus-Circus to InterContinental. 

By contrast, yesterday's agreement to 


merge the new gaining company with 
Grand Casinos for |L2bn Including debt 
looks like small beer. Grand's three Missi- 
ssippi casinos will add nothing to Hilton's 
strength in Las Vegas and Atlantic City, 
the two gambling markets that matter 
Yet Hilton Is paying U times 1997 ebitda, 
even though the demerger implicitly val 
ues the new gaming company at just nine 
times ebitda. The suspicion is that the 
purchase's main purpose is to allow the 
demerger to proceed tax-free. 

Stephen Boll en bach, Hilton’s ehtaf exec- 
utive, may yet put all to rights with 
another long-awaited blockbuster the 
acquisition of Ladbroke. But he should 
note that while Hilton’s stock has been 
flat this year, Ladbroke's has climbed a 
quarter. 

Safeway 

Six months ago David Webster, Safe- 
way’s chairman, could scarcely have 
dared hope reporting 6.4 per cent sales 
growth at the annual general meeting. 
That he was able to Is a commendable 
fast, much Influenced by the successful 
relaunch of the loyalty card. The question 
remains, though, whether this ran be sus- 
tained. Weak comparatives in the next six 
months will play In Safe way's favour. 
Next year the going will be tougher. 

Part of the problem is cost The price 
paid in margin , and hence profit foregone, 
doubtless accounts for the fairly tepid 
market response to the figures. But there 
Is also a wider concern. The significant 
lag in like-for-Uke growth between the 
UK’s big two - Tesoo and J. Sainsbury - 
and Asda and Safeway is potentially 
destabilising. So far Safeway has escaped 
without retaliation Its: its genErous loy- 
alty promotion. Bui this may not last 

Right now investors are revelling in the 
sector's defensive qualities. But the 
a g gressive current valuations are doubly 
vulnerable: to a retreat In sterling, and to 
a cranking-up of competitive pressures In 
the sector. In the short term, Safeway, 
whose valuation trails its big three rivals 
by upward of 15 per cent, may offer the 
best value. Longer term, to ensure its 
independence, Safeway will have to show 
that improved sales be translated into 
improved profits. With bigger competitors 
already doing the same, it remains a 
daunting challenge. 


Clinton’s Taiwan policy 
earns Beijing’s cheers 
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By Stephen Hdtor 
In Shanghai 

President Bill CUn ton yesterday 
spelt out publicly for the first time 
US policy on relations between 
Taiwan and fThtna ma icing it clear 
Washington does not support United 
Nations membership for the 
that China says is part of its terri- 
tory. 

The enunciation of the policy in 
Shanghai, during his tour of China, 
will please his Chinese hosts but was 
sharply criticised in Taiwan. Mr 
Clinton said he had reiterated to 
Jiang. Zemin, the Chinese president, 
the US policy on Taiwan, which has 
been described as the “three nos". 

Mr Clinton said: ‘'We don’t support 
independence for Taiwan: or two 
Chinas; or one Taiwan, one China. 
And we don't believe that Taiwan 
s hould be a member in any organisa- 
tion for which statehood is a require- 
ment." He said It was also US policy 
that the differe nces between fihin? 
and Taiwan be resolved peacefully. 

US ofllclai» sought to play down 


the significance of the remarks, 
which were, Mike McCurry, the 
White House spokesman, said 
“merely a reiteration of long stand- 
ing US policy”. 

But In Taipei, Reuters reported 
that Roy Wo. the foreign ministry 
spokesman, told reporters: “The 
United States and Chinese commu- 
nists- have no right and are in no 
position to conduct bilateral negotia- 
tions on anything related to our 
affairs.” Asked about the negative 
reaction, Mr McCuny said: “I don’t 
know why they would be upset at a 
rest a tement of long standing US pol- 
icy." 

The “three nos” first emerged pub- 
licly as US policy in late 1996, when 
the. US first said it would appose 
attempts by Taiwan to become a 
member erf the UN other organi- 
sations requiring sovereignty. At 
that time, Taiwan was seeking UN 
membership. The statement was 
being seen yesterday as an impor- 
tant concession to the Chinese gov- 
ernment, which has long sought to 
hear that policy formulation from 


Mr Gtinton’s lips. It came only after 
Mr Clinton bad left Beijing, where 
he had conducted a series of meet- 
ings with senior officials and where, 
unprecedentedly far a foreign leader. 

he twice directly addressed the Chi- 
nese people on hive television. 

In comments yesterday. Mr 
Clinton said he did not believe 
growth in Asia would resume unless 
Japan began growing again. “We 
cannot see growth restored in Asia 
• unless it is restored in Japan," he 
£aid- Mr Clinton said the Japanese 
go v ernment was constrained in its 
action by elections for the Upper 
House of the Diet, on July 12. In the 
next few days, toe Japanese govern- 
ment would disclose its planned 
financial reforms, be said. 

“If it is a good proposal and the 
cffln fit jianra of the investors of toe 
world is raised, then J believe you 
will see the situation begin to turn 
around,” be told a Shanghai radio 
phone-in programme. 


Odra's interest rate cut, Page 10 
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Europe today 

Low pressure over large areas of 
Europe wfl bring unsettled 
conditions. Scandinavia will be 
cloudy in many places with 
showers or longer spate of rate. 
Northern Finland and regions 
around the Gulf of Bothnia wffl 
remain mainly dry with sunny 
speBs. From the Baltic countries 
to the Alps and northern Spate, 
there wffl be heavy, thundery 
showers or longer spans of rate. 
Much of western Europe wffl be 
showery and cool with Bmltad 
sunny spefia The Batons, the 
Black Sea and much of foe 
Mediterranean wBI be hot and 
mainly sunny. 

Five-day forecast 

From the Baltic countries to the 
Alps and northern Spate, there wffl 
be heavy rain. Much of western 
Europe and Scandteavta wM be 
cool and showery. The 
Mediterranean wfl be hot and 
sunny. 
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Japanese agency files $33m 
suit against Sumitomo Bank 


By Gwen RoMosan la Tokyo 


A Japanese government agency 
yesterday sued Sumitomo Bank for 
allegedly persuading housing loan 
companies, which later collapsed, to 
lend money to problem clients. 

The Y&abu (833.6m) suit was the 
first step by & government agency 
toward forcing some of Japan's top 
banks to take responsibility for their 
roles in the 1996 collapse of seven 
housing loan wimpanips, or Jusen, 
with debts of more than Y6,400bn. 

The move highlights toe growing 
push far accountability in Japan's 
scandal-plagued ftnawniai system, 
and the use of the legal system in 
trying to ni*an up the mess. 

The action against Sumitomo 
Hank was brought by the Housing 
Loan Administration Corp, which 
was established to clear up toe 
mountain of problem loans left by 
the loan company collapse. 

The Jusen fefiure triggered public 
outrage when toe government used 
some YBMbn of public funds to write 
off some of toe loans. 


- Kobe! Nakabo, president of HLAC. 
said Sumitomo HanV bad "par- 
ticularly ferocious'' in its involve- 
ment in the affair and had displayed 
a “serious lack of morals”. 

Mr Nakabo, a veteran of many 
legal battles involving financial 
organisations, had said in March 
that the HLAC planned to sue nine 
large banks for alleged involvement 
in the Jusen failures. He said yester- 
day he would mfHmiB questioning 
organisations which “refuse to 
acknowledge their responsibilities'’. 

Lawyers for HLAC told the Tokyo 
District Court that three Sumitomo 
Bank branches had used illeg al or 
misleading methods to encourage 
two Jusen companies to give nearly 
Y5hn in loans to three borrowers. In 
one case, a Sumitomo Rank branch 
in Gtfh, in oantral Japan, is alleged 
to have fabricated documents to 
inflirtp its client's assets. . 

In another case, a bank branch in 
Yokohama is alleged to have falsely 
assured a Jusen company that its cli- 
ent required a loan to invest in 
stocks, although it knew the client 


intended to re-lend toe money to a 
third party, the HLAC said. 

The suit also claimed that the 
three Sumitomo Bank branches bad 
waived the normal commission for 
introducing clients to the two Jusen 
companies in return for gaining low- 
interest deposits from them. 

Sumitomo Bank said yesterday it 
bad "no legal responsibility'* for 
introducing clients to Jusen compa- 
nies, but would not comment on. the 
alleged falsification of financial 
details. However, Mr Nakabo said he 
had selected the three introductions 
by Sumitomo Bank branches as 
"nuclear warheads" to launch the 
HI AC's legal campaign. 

The case followed another legal 
"first" last week when 14 insurance 
companies lodged a case against 
Yamaichi Securities, which col- 
lapsed last November. The compa- 
nies demanded Yamaichi repay 
Y43bn of subordinated loans in light 
of disclosures that it had fraudu- 
lently concealed Y260bn of losses. 

Editorial Comment, Page 19 
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Coca-Cola sights mi wider market 

gra-Cora has its sights set beyond the toy 
oinks sector and on the much larger market of 
beverages of every kind. Tea, coffee and tap water 
are its targets. In the tong run, given the scab of 
company's marketing effort. It would seam tap 
water does not stand a chance. Page 28 

flemtngs to launch Russian fund 

Flemings, the Scottish fund management group, 
will tomorrow launch Its first mutual fund In Rus- 
sia. The fund te targeted at domestic small inves- 
• ■ A«l 5*5- who 319 believed to keep an estimated $20bn 
M ■*' gf ‘savings stuffed under mattresses. However, the 
l«?rwh comes at the time of a stock market fan on 
tews of a possible rouble devaluation. Page 24 

BHP split on the cards again 

After last week’s 
ASl.47bn (5896m) bot- 
tom-line loss at Austra- 
lian group Broken H9 

Proprietary - only the 
second In Its 113-year 
history - talk of it being 
dismembered resur- 
faced. In the past year 
Investors, appalled by 
BNP’s rash of ill-con- 
ceived deals, have 
wiped A$13bn off its 
.market capitalisation and pressure is mounting for 
Jeny EKs, chairman, to resign. Tipped to replace 
' ^ I Ron McNeMy, acting chief executive (left). 

Page 22 

CH awaits state deregulation 

Argentina's CEJ Citicorp Hokfngs has rapidly 
> become the country’s dominant media group. But 
the real prize, CEf believes, writ follow deregulation 
pf“the telecoms market In 1999. Then CB wffl be 
dfite to offer nationwide domestic, long-distance 
and international telephony, plus cable TV and 
Jntemet access, all down the same wire. Page 27 

Pakistan gold up 11% In two months 

{fold prices In Pakistan have risen almost 11 per 
cent over the past two months in a sign of grow- 
ing turbulence across the country's financial mar-, 
•ktita. The rupee was devalued by 4.2 per cent at 
Ihe weekend. The country Is struggling under the 
[Weight of western sanctions, imposed after Islama- 
bad’s recent nuclear tests. Page. 30 

. . > Israel Discount bids courted 

i Israel cafled for bids for 30-53 per cent of Israel 
V . r Discount Bank, the country’s third largest, in the - 
latest round of Its privatisation programme. The - 
government and M. I. Holdings, the company 
responsible for privatising banks, said they had 
deckled to sell the shares after several Investors 
expressed Interest. Page 24 

Woody’s buys into Korean agency 

Moody's Imestore Service is taking a significant . 
Investment In a leading Korean cradt rating 
agency, Korea Investors Service. The move foflcMa 
attempts by the Korean government to openfts . 
capital markets to international Investors. Pag*32 I 


Hilton to divide onerations 

Casino business to acquire Mississippi gambling group 


By Richard Tomkins in Now York 

Hilton Hotels Is to split into 
separate hotel and pa«tfnn com- 
panies, with the casino side 
taking over the Mississippi 
gambling operations of (hand 
Casinos for about 2650m.' 

The split, announced yester- 
day, Is intended to benefit Hit- 
ton's shareholders by freeing 
the thriving hotel business 
from the lacklustre casino 
operations, which have been 
dragged down by overcapacity 
in the US gambling industry. 

Hilton's shareholders will 


Mississippi-based properties in shares In Hilton were $1VS 
Tunica, Gulfport and Biloxi. A down at $S0Vi, reflecting the 


separate Grand Casinos busi- 
ness managing casinos on 
Indian- reservations will be 
spun off to Grand Casinos’ 
shareholders. 

Hilton was under share- 
bolder. pressure to do a deal 
after losing last year's SULTbo 
bid battle for the rival ITT 
hotel and casino group to Star- 
wood Hotels & Resorts Trust 

This year Hilton was in 
merger talks with Circus Cir- 
cus Enterprises, a big US 
canton operator with a stock 


receive one share in of market valuation of about 
the hotel and naaton nrvmpa- j2.4bn at- the time of the 


nies for each «nrt«i j r^g share. 
The yet-to-be-named casino 
company alms to acquire 
Grand Casinos far about 2650m 
in stock. 

The casino company will 


announcement But the discus- 
sions collapsed. 

By comparison the Grand 
fkMriww deal is wftiaU, But it is 
significant because Hilton 
believes it will provide a busi- 


also assume about 2550m in ness purpose for the split of its 
Grand Casinos debt, putting hotel casino operations, 


an enterprise value of about 
$L2bri an the deal. 

The casino company will 
acquire three Grand Casinos 


fnerasrin g the likelihood that 
the spin-off can be accom- 
plished on a tax-free basis. 

In New York yesterday 


market’s disappointment that 
the deal was less than a block- 
buster. Shares In Grand Casl- 
■ nos ware 21A down at 2X611- 

A transaction had been 
regarded as imminent because 
yesterday marked the 
for HUton to do a deal that 
would entitle Stephen BoHen- 
bach, chief executive, to accel- 
erate the vesting of stock 
options worth about 277m. 

However. Hilton said that 
Mr Bollenbach had voluntarily 
waived his rights to exercise 
the options to avoid the sug- 
gestion that he had put his 
own interests above those of 
the company. 

He will remain at the hotel 
company, which will retain the 
Hilton name, and will also 
become chairman of the casino 
company. Arthur Goldberg, 
president of Hilton's casino 
operations, will become chief 
executive of the casino group. 

Lax, Page 20 



By Raipt] Atkins bi Bonn 


ffilton chief Stephen Boflonbacte Wffl chair the casino company 


UBS to review Japanese alliance 


Tatt In Tokyo 


UBS, the bank formed last 
week by tiie merger of Swiss 
Bank Corporation and Union 
Bank of Switzerland, Is to bold 
talks with Sumitomo Trust 
about the UBS alliance with 
the oiling Long-Term Credit 
Bank of Japan 
The move follows LTCB's 
announcement last week that 
it hoped to mage with Sumi- 
tomo Trust. The outcome 
could prove to be a test case of 
how the Japanese authorities 
react to western banks 
attianptiDg to steer a course 
through fixe domestic sector’d 


liquidity crisis. UBS has inher- 
ited three joint ventures and a 
(me per can* cross-sharehold- 
ing between SBC and LTCB. 

The propo sed merger 
between LTCB and Sumitomo 
Trust is the first significant 
response by Japanese banks to 
last week's call by west era and 
Asian leaders for a rapid reso- 
lution of the sector's crisis. 

UBS has not given any 
pledge that it wffl wmtofailn the 
alliance with LTCB. Luqman 
Arnold, head of UBS 
operations In the Aslan region, 
said: "Our priority is to sit 
down with LTCB and Sumi- 
tomo Trust and see where our 


common Interests lie. We are mately determine the fete of meet the needs of the Japanese 


not ruling anything out, but the LTCB merger with Sumi- 


nbr have we given any assur- 
ances.” 

SBC negotiated the path- 
breaking alliance with LTCB 
last summer. Since then, sev- 
eral other western financial 
companies have reached alli- 
ances with weak Japanese 
partners. 

Western banks fear they 
could face political press u re to 
resene weak Japanese partners 
if they faiL But UBS has 
rejected government proposals 
that it should take over 
LTCB’s core business. 

UBS’s response could ulti- 


tomo Trust. Sumitomo has 
indicated that it hopes to use a 
merger with LTCB to build an 
Investment banking business 
via the MlUflnca with UBS. 

UBS insists that Its Joint 
ventures with LTCB wffl con- 
tinue to operate normally. Two 
of the ventures are in asset 
management and investment 
banking while a third - in pri- 
vate banking - starts today. 

“We are well established in 
Japan, with three bumnesses 
up and running. We employ 
L200 people, and we have spe- 
cifically designed services to 


market,” Mr Arnold said. 

If the LTCB merger pro- 
ceeds, it could strengthen the 
distribution network of the 
UBS group, as Sumitomo Trust 
has a large asset management 
business and corporate client 
base. 

“You are seeing a scale of 
consolidation In the Japanese 
market which even those of us 
who believed in big bang did 
not expect so fast. This means 
the market will be dominated 
by Japanese bulge bracket 
players and profits will be bet- 
ter than expected for those 
players,” Mr Arnold said. 


Sunbeam may restate earnings figures 


32 By Rfcftard Wafer* in How York Securities and Exchange 
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as The; oration came as the US pahy's business that pushed it 
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Al.lmhlap, its abrasive chair- already been filed over the 
mail, tins month. . , sharp deterioration in the com- 

’Ihe; caution came as the US pahy's business that pushed it 
household ap p lianc e s maker Intploss lnthe secondquarter 
announced it had expanded an and led its shares to fell 80 per 


public attention. However, 
Arthur Andersen, the compa- 
ny’s auditor, stood behind the 
clean audit report It Issued on 
the 1997 accounts when Sun- 
beam directors sought Its view 
thte month. 

Yesterday, Sunbeam said it 
had hired another accounting 


of its own late last week, when 
It told the company it was now 
withholding its audit report an 
the 1997 numbers until the 
reviews are over. 

Before be was fired, Mr Dun- 
lap referred to the most fre- 
quently criticised accounting 
procedure as “normal business 


firm, Deloltte & Touche, to practice”. This involved a sys- 
“asslst in the review, along tern known as “bffl-and-hold”, 


investigation o£tbs accounting 
policies that ' were- followed 
during the Dunlap .ent. The 
company’s financial- state- 


cent from a peak of $53 in 
Maf ch 

The accounting p o lici es used 
by Mr Dunlap and Russell 


merits are also the subject of Kersh, his chief financial offl 
an informal review by the cer, have drawn considerable 


with — Andersen". That 
"could result In a restatement” 
of earnings for 1997 and the. 
Brat quarter of this year, it 
added. 

Andersen aimeared to signal 
it was having second thoughts 


which allowed Sunbeam to 
record sales on barbecue grills 
that were not likely to be 
shipped to retailers, or paid 
for, for some months. Under 


this practice, the company 
would agree a sale to a 
retailer, then ship the grills to 
a warehouse where they would 
be stored until the retailer 
asked for ttiam. Payment was 
to be made only after delivery. 

While Mr Dunlap was still at 
Sunbeam, the company called 
this an “inventory manage- 
ment process” that was cov- 
ered by generally accepted 
accounting principles In the 
US. 

It refused to comment on the 
policy yesterday. 


Sbares in Veba, the 
Dttsseldorf-based industrial 
conglomerate, fell more than 8 
per cent yesterday to DM118.9 
after Ulrich Hartmann, chair- 
man, admitted the group 
would face difficulties reach- 
ing profit targets this year. 

Mr Hartmann's comments, 
to a journalists' meeting in 
Munich, rekindled worries 
about Veba's MEMO silicon 
wafers operations, which have 
been hit by the Asian eco- 
nomic crisis. 

Veba warned in May that 
the outlook for its lossmaking 
MEMO subsidiary was a “a fac- 
tor of uncertainty" with regard 
to the group's stated goal of 
double-digit earnings growth 
In 1998. 

Difficulties at MEMO have 
raised fears that Veba might 
be hit by higher than expected 
restructuring charges this 
year. Veba said it had already 
implemented an extensive 
cost-cutting programme at 
MEMO. The company insisted 
Mr Hartmann's comments had 
been “misunderstood" and did 
not amount to a revised profits 
forecast 

Veba has set three mid-term 
goals - an 6 per cent growth in 
turnover a year, double-digit 
Minings growth and a 15 per 
cent return on equity. 

However. Mr Hartmann's 
comments appear also to have 
revived wider concern about 
the pace of restructuring at 
Veba. whose Interests include 
power generation, oil. chemi- 
cals and logistics. 

Veba has moved into tele- 
communications via a joint 
venture, o.teLo, with RWE, the 
conglomerate. However, its 
strategy of investing heavily in 
network infrastructure has 
looked less wise since the tele- 
coms market was opened at 
the beginning of the year, 
spawning competitors that 
have relied largely on leased 
infrastructure. 

For 1997, Veba reported a 
12.1 per cent increase in pre- 
tax earnings, to DM-I.98bn 
(S2.79bn) on the back of an 11 
per cent increase in sales to 
DM82. 7bn. For the first quarter 
of 1998, disposals helped lift 
pre-tax earnings 57.6 per cent 
to DM1.8lbn. At the time, Veba 
reported a “markedly higher 
loss" at MEMC. 
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i Defending a half-time lead 


29 If investment, like soccer, is a 
* game of two halves, 1998 looks 
26 satisfactory at the halfway 


24 can relax. ^ tighten qp at the 
20 back and concentrate on 

20 defending their lead. Iri 

21 equities the World Index, after 
: all is up 14 per cent iri dollars 

~~ and by more than that in 
21 tlennscf most other currencies 
8 -by nearly 40 per cent, • 
indeed, in South African rand. 
27 Bat ft has been a rough 
27 pezfodoufafdetheUSand ' 

20 Europe, and pride can come 
a betaea foLL Exactly® year . 

• 8 ago, a^aR Hong Kong 
■ celebrated, its re turn to China 
„ with an afi-thne high of 15,196 

a for the Hang Seng Index, and = 

21 thfe nHukrtfloon went even ■ 

** higher -.but subsequently it 
20 has collapsed by .44 percent, 

2«; Of conree, that includes not - 
20 just the swwnd half but also ' 
26 extratims. 

' ' Atmtd-1998,ktanyrate, the ' 
mood has changed frean 


yields than at* months ago, 
and there have been negative 
returns of more than 20 per 
nwnt nm Vhnwinn T mnda 

Spreads on high yield US ' 
corporate bonds have recently 
started to widen and a number 
of new issues have been pulled 
or delayed. 

Iadeed, itia questionable 
Whether ;ti» bond markets 
have been toad t ma n tafly as 
strong as the decline in 
nominal yields WOllld SQggGSL 

A supply cutback has 
affected the higher-rated 


applying political and 
economic amriy sfa to high- 
quality government bonds. 
This culminated in the 

q mml grf nTly jn- nfftnhlp 

convergence play as various 
fringe European government 
bond markets fell in line with 
the core German and French 
band yields. But these bond 
fund managers are now being 
farced to widen their horizons. 

Thus a survey by Greenwich 
Associates, the 
Connecticut-based 
consultancy , h«« found that 
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comae, are moving into budget managers are now willing to 
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Goveramentbondyislds in . 

core Europe have often - 

declined by 50 basis points or- 
mere. 

■Yldd^reads havewidanad ■ 


ccmtinental European issuance 
hafi been Teduded as various 
BIT member states have 
squeezed beneath their 
MaastricW borrowing 
constraints. Strong economic 
growth may further reduce 
Europren griveramant 
bcnriwirigL 

Coaporete and.other^CMdtt" 
bonds have therefore suffered 
(or p arguably, have become 
more attractive) as the . 
effective premium paid for 
risk-free bonds has risen. 

According to the Merrill 
Lynctiglobal bond indices, the . 
yield spread of enrosterling 


however. RfsMer Brady ; bonds 
Ukettose of Brazil and 
' Venezuela are showing higher 


Widened from SS basis points a 
year ago to 60bp In the early - 
partof 1998 to 85^> this 
month. 

. Big changee are being forced 
on global bond managers, wbo 
•for years have led a 
comfortable existence by 


include credit bands in their 
portfolios, and 20 per cent of 
them wiD now buy bonds rated 
BB or below, up from 10 per 
cent in the previous 1996 
survey. Only 9 per cent restrict 
themselves to AAA-rated 
bonds, down from 17 per cent 

European bond funds are 
shifting in the direction of 
their US-based counterparts, 
being ready to accept higher 
risks as the price of decent 
returns. 

This can be unaanfortable, 
howevHr, at a time when 
spreads are widening. Fur 
togtflTvw, jj>. Morgan’s 
WiTipr g to g Markets Bond Index 
showed a negative total return 
- of about 2 per cent - in the 
.first half. 

Can fond managers switch 
from being safe defenders to 
roving strikers? Only if they 
are lucky enough to discover a 
level playing field. Right now. 
thfwig h, it is tilting. 
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NatWest Equity Partners is a leading European provider of 
private equity. We work with management teams to achieve 
exit timings that bring maximum benefits to all shareholders. 

For further information, please contact 
David Shaw or one of his team on 0171 374 3505. 
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NKK cuts back stainless steel arm ‘® f kes 


NEWS DIGEST 


By Alexandra Harney to Tokyo 

NKK, Japan's third largest 
steel manufacturer, is to 
close some of its stainless 
steel operations in its latest 
attempt to improve profit- 
ability. 

The move highlights the 
difficult conditions in the 
Japanese steel industry as it 
battles against lower-cost 
Korean manufacturers to 
meet sh rinking domestic and 
Asian demand. 

NKK said it would shut its 
hot rolled coil stainless 
operations at one factory In 
southern Japan, transferring 


its employees to other divi- 
sions. Before the move. 
NKK's annual hot rolled coil 
production was 10,000 
tonnes. 

Stainless steel prices have 
collapsed in Asia as demand 
has slumped and capacity 
has increased. Kenichiro 
Yoshida, of Salomon 
Brothers, said prices had 
tumbled from $3,000 to $1,200 
per tonne over the last three 
years, damaging Japanese 
steel makers' profitability. 

Losses from the stainless 
division hit earnings at NKK 
last year, analysts said. Net 
profits slid 14 per cent, from 


Y16.69bn to Y14.28bn 
($101m), on sales up 3 per 
cent, from Yl.880bn to 
YIJSObn. 

"NKK was only a small 
player in the stainless mar- 
ket, but it was still a good 
idea to exit from that unprof- 
itable business,** said Mr 
Yoshida. 

Demand for steel has also 
dropped as the vehicle and 
construction industries cut 
production. Japan's Ministry 
of Trade and Industry 
expects demand to slip 5 per 
cent year-on-year, to 24.3m 
tonnes, in the July-Septem- 
ber period. 


Japanese steel makers also 

face tough competition from 
lower-cost Korean producers 
such as Pobang and Pasco. 
In blast-furnace production, 
Japanese labour costs are 
five times those in South 
Korea, according to Morgan 
Stanley Dean Witter. 

In response, steel makers 
have introduced extra holi- 
days. withdrawn from 
unprofitable businesses and 
liquidated subsidiaries to cut 
costs. Earlier this month. 
NKK and Kobe Steel 
announced they would close 
down operations for two 
additional days a month. 


NKK also intends to pull 
out of semiconductors. 

where a collapse in prices 

for dynamic random access 
memory (D-Ram) chips has 
hurt profitability, and to 
consolidate its Toa Steel 
blast furnace subsidiary. 

However. Kenichiro Yosh- 
ida said NKK’s restructuring 
was too. little too late. 
"While others in the market 
- assuming that conditions 
would get worse - started 
restructuring three years 
ago, NKK did not. It moved 
too slow." 

The shares gained 5.56 per 
cent, or Y7, to close at Y133. 


Breaking up is hard to do for struggling BHP 


The ‘Big Australian' could be split up 
after A$1 .47bn loss, says Russell Baker 


W hen Western Austra- 
lian entrepreneur 
Robert Holmes a 
Court launched his daring 
raids on resources group 
Broken Hill Proprietary in 
the mid-1980s there was out- 
rage at the prospect of the 
"Big Australian" being 
taken over or broken up. 

But in the wake of last 
week’s A$l.47bn ($896m) bot- 
tom-line loss - only the sec- 
ond in its 113-year history - 
talk of the group being dis- 
membered is no longer con- 
sidered heresy. In the past 
year investors appalled by 
BHP’s rash of ill-conceived 
acquisitions and invest- 
ments have wiped A$13bn off 
its market capitalisation. 

Elaine Prior, BHP analyst 
at Merrill Lynch (Australia) 
says “the company has been 
a poor spender of sharehold- 
ers* cash". BHP’s woeful 
record has prompted the 
Australian Shareholders* 
Association this week to ask 
all BHP directors to volun- 
tarily seek re-election at Sep- 
tember’s annual meeting. 

A group of Sydney-based 
private fond managers led 
by BHP shareholder Derek 
Turner has threatened to 
requisition an earlier 
extraordinary meeting to 
remove chairman Jerry Bills 
unless he resigns. 

Last night BHP denied 
claims by Mr Turner that 
during a meeting with Mr 
Ellis yesterday the BHP 


chairman indicated he would 
step down at the AGM. 

The bulk of the A$2.77bn 
in write-downs unveiled last 
week relate to acquisitions 
made - or investments 
approved - by Mr Ellis when 
be was head of BHP's Miner- 
als Division. Mr Ellis orches- 
trated the AS3.2bn acquisi- 
tion of Magma Copper in 
1996 which has written off 
A$2bn. He also approved 
BHP's Hot Briquetted Iron 
(HBD plant in Western Aus- 
tralia where the cost of con- 
struction has expanded from 
A$1.6bo to A$2.4hn. The H BI 
plant will make briquettes 
for Asian electric arc steel 
mills but the region's eco- 
nomic crisis looks like seri- 
ously affecting demand. 

Mr Ellis, however, seems 
determined to hnng on to his 
job - at least until BHP com- 
pletes its international 
search for a new chief execu- 
tive to replace John Prescott 
who resigned in March. BHP 
expects to have a new boss, 
almost certainly appointed 
from outside the company, 
before September’s AGM. 

Whoever that is will have 
to deal with the fundamental 
question of whether the com- 
pany should remain a diver- 
sified conglomerate or hive 
off its various parts. 

Mr Ellis has indicated he 
wants the company to 
remain a conglomerate, 
believing the value of the 
whole is greater than the 
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sum of the parts. However it 
is understood some analysts’ 
estimates of BHP’s break-up 
value is close to double Its 
current share price of 
A413-65. 

R on McNeilly. acting 
chief executive, says 
BHP is "going forward 
as a diversified resources 
company, that's the shape 
that we're to". However Mr 
McNeilly, a candidate for the 
top job. says "that’s not cast 
in stone" and other ways of 
creating shareholder value 
will be considered- 
The number of potential 
bidders for a company of 
BHP's size - its stockmarket 
value is A$28bn - is small 
The most obvious is Rio 
Tinto. the world's largest 
resources company. 

However, there would be 
more potential bidders wbo 


could afford to buy ch unks 
A way of initiating a 
break-up of the group which 
might be acceptable to the 
current BHP board is to fol- 
low the example of New Zea- 
land conglomerate Fletcher 
Challenge, which is the only 
Australian-listed company 
with "targeted" shares. 

Fletcher has been reorgan- 
ised into four separately- 
listed divisions - forestry, 
paper, energy and building - 
which have their own bal- 
ance sheets. 

However Fletcher remains 
a single legal entity and 
holders of shares in individ- 
ual divisions are still share- 
holders of Fletcher. For the 
time being at least BHP 
intends to take a mare ortho- 
dox approach by selling 
more assets, continuing to 
cut costs and reducing debt 

But If BHP tries to dump 
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another A$3bn-A$5bn of 
assets over the next 18 
months it may be hard- 
pressed to convince potential 
buyers they are not bidding 
for "fire sale” assets. Unfor- 
tunately for BHP manage- 
ment timp may also not be 
on its side. 

Twelve months ago when 
BHP announced A$lbn 
worth of asset writedowns 
management ciatmeri it had 
dealt with its mistakes and 
promised no further write- 
downs. But now that a fur- 
ther A$2.77bn has been 
wiped off the balance sheet 
many shareholders would 
probably welcome a take- 
over bid. With the Austra- 
lian dollar at a 12-year low, 
world commodity prices at 
the bottom of the cycle and 
the resources sector out of 
favour, an opportunistic bid 
can not be ruled out 


Indian 

market 

By Kristas fkiba In Bombay 

Unit Trust of India, the 
country's giant mutual fund 
manager. yesterday 
announced a 40 per cent 
increase in sales to Rsl37bn 
($32bn) last year - giving It 
a mar ket shar e of more than 
90 per cent in India. 

Strong sales of its flagship 
US 84 scheme, which has 
about Rs200bn under man- 
agement, resulted in a net 
inflow of Rs22bn to the fund. 
This will provide some relief 
to India’s beleaguered stock 
markets, though analysts 
fear US 64 may face liquidity 
problems on account of a 
high dividend payment. 

"We have done fairly 
well." said G. P. Gupta, 
chairman of UTL “We had 
very good sales in a subdued 
market and the fund perfor- 
mance has been good." 

CJTf, with its mountains of 
paper share certificates, does 
not compute net asset value. 
But US 64 maintained its 
dividend at 20 per cent 
Mr. Gupta denied specula- 
tion that UTI had been inter- 
vening to prop up the stock 
market in recent weeks. 
"The general impression got 
about that we have been try- 
ing to support the market 
when in fact we were taking 
advantage of market condi- 
tions to pick up shares at 
low levels," he said. 

im introduced a range of 
new products last year in an 
effort to retain its dominant 
position in the marke t be 
said. These included India’s | 
first index tracking fund for * 
domestic investors, a bond 
fund with no entry fees and 
schemes for non-resident 
Indians. 

The state-owned group 
also launched three fluids 
for foreign investors - a debt 
fund, a public sector fund 
and a software fund. "There- 
after we were not able to 
launch any new offshore 
fluids due to the south-east 
Asian crisis and political 
uncertainty," said Mr Gupta. 
However, he added that UTI 
would launch more offehore 
funds as soon as foreign 
investor sentiment towards 
India recovered. 
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Louise Lucas, Hong Kong 

HONG KONG SECURITIES 

Plan to change disclosure rules 

The Securities end Futures Commission, Hong 
try watchdog, is proposing a reduction , ln 
shareholding disclosure as part of efforts t0 
eney in the market. In a axisuttahon pap** 
foe SFC proposed cutting foe threshold for 

disclosures from 10 per cent to 5 per cent, and shortening foe 

notification period from five days to two. 

However, it is also taking steps to ease foe regulatory* bur- 
den in other ways, for example by no longer requw^diseto- 
sure of shareholders and their shareholdings. The SFC also 
plans to waive the requirement for substantial shareholders to 
report minor fluctuations. in their holdings. 

Market participants have until the end of August to make 
their submissions on the consultation paper. The SFC is also 
studying to what extent derivative products should be liable 
for disclosure. The disclosure ordinance has not been 
upda ted since it was Introduced in 1991. Louise Lucas 


ELECTRICITY 


Power failure hits NZ group 

Mercury Energy, the Auckland-based company resp on sible for 
the power blackouts in New Zealand’s biggest city, yesterday 
announced a NZ$25.3 (US$1 2.8m) loss for foe year to March 
31 due to the impact of the power failures. Last year foe 
company made an after-tax profit of NZS82.1m. 

Jim Macaulay, chairman, said that but for foe blackouts, 
earnings in foe year would have set another record. He said 
the loss was caused chiefly by the NZSl28m cost of restoring 
power to the inner city area hit by the blackouts and of com- 
pensation to customers. 

The company was prepared to face whatever conclusions 
emerged from a ministerial inquiry into the failure, Mr Macau- 
ley added, but It believed the breakdown of foe four cables 
had been the result of unprecedentedly hot and dry condi- 
tions. 

Total revalues rose 4.6 per cent or NZS27m. to NZS607m. 
Terry Hafl, Wellington 
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The Europe on Stress Press Federa • 


With a unique balance of skills, culture and resources, Credit Suisse First Boston 
is helping clients position themselves to reap the benefits the euro will bring. 
No other firm has quite the same combination of global business and European 
“home market” capabilities. 


h o 5 c osen 


G L G C I 


•i 










sl 





C-SSi 


The European Company of the Year 1998 
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CREDIT FIRST 

SUISSE BOSTON THE GREATER THE RESOURCES. THE GREATER THE POSSlBH-fT/ES. 
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TODAY, JULY 1 
SEES THE LAUNCH 
OF THE INDEX FOR 

A SINGLE 

EUROPEAN GROWTH 

MARKET. 


THE EASI. 


Now it’s official. 

The unofficial EASDAQ All Share Index appreciated a staggering 
174%* sine® the launch of the market in November 1996. 

In response to market demand, the official EASDAQ All Share 
Index, the EASI°™ is launched today. 

The Index tracks the performance of all equities of the 
companies traded on the EASDAQ Stock Market. 

Euro denominated and broadcast in real time on Reuters and 
Blbomberg, the EASI 8 ™ is also available on www.easdaq.be 

The EASI!™ A new index for a growing single European market. 


>N0V;27, 1996 to June 25,1998 


EASDAQ 

GROWTH EUROPE, GROWTH INDEX. 

www.easdaq.be 


_ _ arpmRMANTF US NOT NECESSARILYA GUIDE TO THE FUTURE. CHANGES IN RATES OF EXCHANGE BETWEEN CURRENCIES MAY 
PLEASeTnOTETNE OOESfWTC^NSTfTUTE INVESTMENT ADVICE. IF fN DOUBT. PLEASE CONSULT YOUR FINANCIAL ADVISOR PRIOR TO INVESTING IN SHARES TRADED ON THE EASDAQ MARKET. 



J* 


FINANCIAL TIMES WEDNESDAY JULY ! 1998 


COMPANIES & FINANCE: EUROPE 


PRIVATISATION PROGRAMM E CONTINUES WITH SALE OF SHARES IN THIRD-LARGEST BANK 

Bids invited for stakes in Israel Discount 


ByAvi BtachRs la Jsmsgfaa 

Israel yesterday called for 
bids far between 80 per cent 
and 63 per cent of Israel Dis- 
count Bank, the country's 
third largest, in the latest 
round of its privatisation 
programme. 

The government and 
; : L Holdings, the company 
responsible for privatising 

banks, said they had decided 
to sell the shares after sev- 
eral investors expressed 


interest. Requests must be 
submitted by August 12. 
with the state hoping to 
complete the sale, which 
could reduce its 60 per cent 
stake to 7 per cent, by the 
year-end. 

Discount Bank has been 
paralysed recently by a 
labour dispute sparked when 
Arie Mientkavich. its chair* 
man, launched a campaign 
to break its powerful work- 
ers' committee. 

The bank’s net income 


plunged 50 per cent to $9.2m 
in the first quarter this year. 
But the shares have climbed 
48 per cent since February, 
to Shk4£i yesterday. 

Hadar Oshrat, head trader 
at Danot-Batucha Securities 
in Tel Aviv, said the shares 
were lilted by potential buy- 
ers accumulating stock 
ahead of the tender, and by 
speculation about a merger 
with First International 
Bank of Israel, the country's 
fifth largest 


Meanwhile, Yaakov Nee- 
man, finance minister, yes- 
terday told M. L Holdings to 
sell another 2 A per cent of 
Bank Leumi, the second 
largest, to the public and 
institutional investors. The 
state, which holds 61.5 per 
cent, hopes to raise np to 
$134m and plans later to sell 
a controlling stake. 

When Discount Bank is 
privatised, Leumi will be the 
only Israeli bank In state 

hands. The government took 


over the big banks in 1983. 
after a share manipulation 
scandal pushed them 
towards collapse. 

Last year the state sold a 
43 per cent controlling stake 
in Rank Hap naUm , the coun- 
try's biggest, to a consor- 
tium for S1.37bn. 

The Tel Aviv stock 
exchange’s yesterday pub- 
lished a report on 11 years of 
Israeli privatisation up to 
May 1998. It said about 
S3 .2 bn worth of shares in 


state-owned companies were 
publicly issued. In addition, 
investors paid a further 
$3.1bn to buy controlling 
stakes in companies. 

However, at May 1998 the 
government still controlled, 
on average. 50 per cent of 
companies that have not 
been fully privatised. 

The state-held shares were 
worth about tfbn, the report 
said, ‘'representing signifi- 
cant potential for additional 
offerings' 1 . 


Flemings aims to hit right note in Russian mutual fund sector 


Scottish group says opportunities are huge 
despite stock market plunge on fears of 
rouble devaluation, writes John Thornhill 

F lemings, the Scottish a ting in Russia. The 23 
fond management group, domestic mutual funds 
will tomorrow launch its which have been launched 
first mutual fund in Russia in Russia over the past two 
target ed at domestic small years have so for attracted 
investors, who are believed just J35m between them, 
to keep an estimated $20bn “The industry is languisb- 
of idle savings stuffed nnHw jug and needs a significant 
mattresses. lift," says the director of a 

In keeping with its prac- rival fund management 
tlce in other emerging mar- group. “I do not know why 
kets, Flemings is linking anyone would choose to 
with a strong local partner, launch a fund right now." 
Guta Bank, one of the more However, Flemings, which 
progressive private Russian has extensive experience of 
banks, to market the fund other emerging markets. 
Mart Jarvis, general man- argues the mutual fund 
ager of Flemings’ Moscow industry has so for foiled to 
office, says the opportunities take off in Russia because 
for financial intermediation no-one bas hit on the right 
in Russia are immens e. He formula. Russians remain 
compared the market with extremely wary of entrust- 
BrazU which also has a pop- ing their money to any 
illation of about 150m people financial institution, having 
and boasts prodigious natu- been badly burned by fraud- 
ral resources. ulent pyramid investment 

“In Brazil there is $60 per schemes, hyper-inflation, 
person in private pension and bank failures, 
funds and mutual funds. In “We have seen that noth- 
Russia it is just 50 cents a ing has worked so far in the 
person. Even if mutual funds mutual fund industry here, 
here can attract $5 a person The funds have just not 
that implies 10 times attracted the money.” says 
growth,” he says. Mr Jarvis. “But our focus 

Yet the launch of the will be on corporate clients, 
Fleming Guta fund comes at developing savings and pen- 
an inauspicious time in the sions schemes for them." 
brief history of Russia's While rival fund manage- 
flnancial markets, with the mart groups, such as Credit 
stock market having Suisse and Templeton, have 
plunged two-thirds this year promoted their funds by 
on fears of a possible rouble opening share shops and 
devaluation. advertising on billboards 

It also comes as many and even trams, Fleming 
fund managers are growing Guta wants to target poten- 
increasingly disillusioned tial customers more directly 
with the difficulties of oper- by exploiting the Russian 
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bank's links with important 
Moscow-based companies. 
These include MGTS, the 
local telephony provider 
which has 4m customers; 
Rosno. a big insurance 
group; and Sistema, which 
acts as the holding company 
for the Moscow city adminis- 
tration. 

Fleming Guta will try to 
persuade these companies' 
employees and customers of 
the virtues of savings 
schemes and pension plans 


and run se minar s explaining 
the attractions of mutual 
funds. 

J an Hochtritt, marketing 
manager for Flemings' 
Russian mutual funds, 
says Fleming Guta can, in 
this way, focus on attracting 
the savings of the newly- 
emerging middle class, 
people who earn *1.000 to 
$2,000 a month and who 


“We are trying to market 
mutual funds as an 
upmarket product that . 
people will be proud to 
invest in and to exploit the 
Flemings naxqe,” he says. 
“We have been around for 
125 years, have $U0bn -of 
funds under management, 
have more than 1.5m private 
clients, and have 72 offices 
in 42 countries." 

; 'Mr Hochtritt cohCedte.lt 


NEWS DIGEST 


BANKING 


Pekao shares surge 22% 
on Warsaw trading debut 

Pekao SA, one of Poland's largest banks, saw its shares rise 
22 per cent from the initial pubfic ©tiering price to 55 zlotys 
when they began trading in Warsaw yesterday. Tbs trading 
debut set the stage for a struggle for control of the bank this 
autumn, when the government plans to sell a 35 per cant 
strategic stake. 

The government sold 15 per cent of the bank last month, 
with foreign institutions taking just over one-third of the equity 
on offer and the remainder being bought by domestic institu- 
tional and retail investors. At yesterday's share price Pekao is 
valued at $2.1 bn, which would represent about 12 per cent of 
the Jl6.4bn capitalisation of the Warsaw Bourse. 

The Pekao IPO drew strong interest from Poland's Bank 
Handtowy, which applied for twice as many shares on offer. It 
ended up with a 4.6 per cent stake. 

Christopher Bobfnsfti, Warsaw 

CINEMAS 


UCI plans Polish multiplex 

UCl, the International cinema group Jointly owned by the Par- 
amount and Universal studios, is set to open Its frret multiplex 
cinema in Poland later this month under Multikino, a joint ven- 
ture with IT1, its local partner. 

The planned opening in the western city of Poznan of a 
new $11m eight-screen cinema, seating 2,300, marks the 
start of a $1 10m investment programme which foresees the 
opening of 10 multiplexes by the UCl/m joint venture. UCI 
has 480 screens In seven countries. Christopher Bobfnski 


PORTUGAL 


BPI buys up Banco llniverso 

Bianco PortuguSs de Investimenlo has paid Es8.16bn ($44m) 
for 100 per cent of Banco Universe, a supermarket-based 
bank launched last year by Sonae Investment os, Portugal's 
biggest retail group. Sonae, seeking a partner with banking 
expertise, agreed in February to sell 50 per cent of Banco 
Llniverso to 8 Pi. But BPI is to assume full control and plans 
to merge the in-store bank, which has 52 branches, into its 
own retail banking network, with 438 branches. 

BPI is also to pay Gal .4bn for 50 per cent of Crediuniverso, 
a credit card company owned by Sonae. Peter Wise, Lisbon 


Fearful Investors: the coBapae of pyramid investment schemes has made Russians wary of (meting aver cash to institutions Raders EGYPT 


crave quality western brani^^0f|^g.ttfjxe i and a demon- 
names. ; st^ble .recbni of achieve- 


ment to convince sceptical 
Russians of the attractions 
of Investing for the long 
term. Flemings is aiming to 
attract $5m by the end of the 
year and up to $50m wi thin 
three years. 

That may be minuscule by 
international standards, but 
Mr Hochtritt believes that a 
pot of gold awaits i the fund 
manager who can devise a ' 
successful formula . fofr finan- • 
tial~ii|ts^e®*ftjcm T in the 
biggestictifcoti? in the world. 


Mobinile targets Tm clients 

Mobinile, the recently privatised Egyptian mobile telephone 
company, aims to have one million subscribers wtthkr three 
months and to deer a backlog of 30,000 applications in two . 
weeks, Osman Sultan, chairman, said yesterday. - ' ^ 

The group, which secured fofl control of the formerly state-" 
owned Egyptian Mobile Telephone Services company, 
expects to see the current 90,000 subscriber feaptenfoW 
' before a rival company begins operations. Mdbinile.is a con- 
1 sortium of France Telecom* Motorola, of foe US, and Egyptian 
? partner Orescent 'A rival corfipany owned -by Vodati^^r^ 
touch, Altanjrjarid?&G~Hem%8 Is tepecW^foJteridT-mter^J 
vice in September. Mark Huband, Cairo •’ > 



VALEO TO ACQUIRE THE ELECTRICAL SYSTEMS 
BUSINESS UNIT OF ITT INDUSTRIES 


V aleo's Board has approved the signing of an agreement with 
ITT Industries under which Valeo will acquire its Electrical 
Systems business unit. 

This unit which designs, develops and produces electrical, electronic 
and air management products and systems for the automotive industry 
is expected to be consolidated into the Valeo reporting entity by 
September 1998. The operation remains subject to the opinion of the 
Valeo Central Works Council and the approval of European and US 
anti-trust authorities. 

Valeo will be acquiring Electrical Systems for FFr 10.2 billion, which 
it intends to finance through an equity issue and debt. CGIR Valeo's 
principal shareholder with a 20 2° o stake, announced its intention to 
participate in the equity issue, confirming its support of the Group's 
growth strategy 

Reinforcing globalization i 

and Valeo core competencies 1 

Electrical Systems generated FFr 1 1 6 billion in sales in 1997. 68% 
of which were achieved in North America and 32? o in Europe, mainly 
in Germany. 

Electrical Systems, which is head-quartered at Auburn Hills {Michigan) 
in the United Stares, has 1 2 industrial facilities in North America (USA, 
Mexico) and in Europe {Germany Hungary and Spain) and employs 
over 13,000 people. 

Each of Electrical Systems' five product groups strengthens Valeo's 
core competencies: 

■ Wiper Systems, with the development and production of complete 
systems and all related components, mainly for German and American 
vehicle manufacturers. In Europe, these products are sold on the 
aftermarket under the brand name SWF 

■ Electric Motors, with a diversified range of actuators and motors 
for wiper systems, window lifts, doors, sun roofs, ABS and seats in 
Europe and North America. 

■ Electronics with, in Europe, a range of switches and sensors. 

■ Air Management Systems with cooling fan systems. HVAC blower 
systems and engine cooling assemblies. 

■ Signal Lidring, with signal lights produced and marketed in Europe 


Significant potential synergies | 

The acquisition of Electrical Systems offers significant potential 
syneigies. It will allow Valeo, in particular, to: 


bltp://www.v*leo.coxa : 

VJUlEO - 43, sms BJETEN, T501Z &SBZS - FRANCE 


■ gain world leadership in wiper systems and electric motors; 

■ double sales in Electronics by integrating new activities; 

■ strengthen its positions in engine cooling and dimale control; 

■ increase its technological expertise and its innovation capability 
in each of these areas. 

Additional markets | 

The acquisition of Electrical Systems fits in perfectly with Valeo's 
profitable growth strategy in electrical systems, electronics and 
thermal systems. 

The 1997 pro-forma sales of the Group amount to FFr 45.6 billion 
against FFr 34 billion prior to the acquisition. 37% of these sales are 
outside Europe against 27°- a prior to the acquisition, allowing the 
Group to near its objective of balancing its business in Europe and 
outside Europe. 

In North America, pro-forma sales account for 28% of the total, 
against 14% prior to the acquisition. 

Sales in emerging countries account for 9% against 13'%. 

A unique opportunity ' | 

The purchase of Electrical Systems represents a unique opportunity 
for the development ofValeo. 

The extension and growth of the Group's range of products and 
systems together with an enhanced presence on key international 
markets, notably in North America, will enable Valeo to better satisfy 
the expectations of OEMs and the aftermarket 
Through the fit and synergies generated, the acquisition of Electrical 
Systems is in the interest ofValeo's Shareholders. Customers, Suppliers 
and Personnel. 


Valeo 1997 pro-forma key figures, 
before and after acquisition 


(m FFr million) 

Valeo 

Electrical 

Valeo + 



Systems 

Electrical 
Systems j 

Sales 

33.970 

11.640 

45,610 J 

Operating 
income (6.8" 

2.297 
« of sales) 

840 

(6.8 % ff saM | 


LEGAL NOTICE 

No. U3F74 uC IW 

IN THE HJGH COURT OF JUSTICE 
CHANCERY DIVISION 
COMPANIES COURT 

IN THE MATTER OF 
STANDARD F ORMS HOLDINGS 
LOOTED. - 

IN THE MATTER OFTHE 
COMPANIES ACT W8S 
NOTICE IS HEREBY GIVlN dm die 
Onto of die High Own of Justice lOzBcoy 
Dt*Monl dated 24 Jnnr 1998 iwdiiuoug die 
mdocnon of dm 14 ml da Company 
bm £] JtOOTO) ■> £M8^3 m»dK Mmk! 
approved by d> Court Anng wiib ic^od 
to die capt u d of the Canpany as afteied Ac 
s.inal pamegtin mpsRd by the «bo»e- 
montaned Act: acre registered by fte 
Rcgouar of Comp an i es on 23 Jure IW. 
Doled 2b June 1998 
From Chobnebry Btacboff 
4 John Csrpemcr Sms* 

Undos EC4Y 0NH 

Ref: SJHJRZTCJXM 

SoHetoa for die aborc osmed Cotnpoay 


The FT can help you reach 
additional business readers in 
France. Our link with ibe French 
business newspaper. Lcs Echos, 
gives you a unique recruitment 
advertising opportunity to 
capitalise on the FTs European 
leadership nod to further target 
the French tsuincss world. 

For informatics] on rae* and 
further details please telephone: 
Toby Rnden-Crofta on 
+44 J71 873 4027 


Appointments 

Advertising 


appears fn the OK edition 
every Monday, Wednesday 
& Thursday and In the 
International edition 

every Friday. 

For further information 
please contact: 

Toby Hnden-Crofts 
+44 0171 873 4027 


The Korea Equity Trust 

International Depositary Receipts 

Evidencing Certificates in respect of 
1,000 Units in the Trust 

NOTICE IS HEREBY GIVEN to Unitookfere Bra Korea Equity TVuel Jus 
declared a dvktend in The Republic of Korea amounting to Won 7,000 
per Certificate ofl.000 Units, payable on or alter July 1,1996. 

Accounting date: 3T/D5/9B '. Ex-divkJenddata: 01/D6/98 

Payments of Coupon J>to. 6 of the International Depositary Receipts, m8 
be made on or after July 1, 1096 against presentation of the Coupons to 
the Depositary or to one of Ihe Depositary Agents fated below. 

DEPOSITARY 

Chase Man ha tt a n Bank Luxembourg SA 
5 Rue Ptaetfe, Luxembourg. L-2338 Luxembourg 

DEPOSITARY AGENTS 
The Chase Manhattan Bank 
Trinity Tower Chase Plaza 

9 Thomas Mora Street 34-35 Chung-dong 

: London El 9YT Cltoong-fcu, Seoul 

Republic of Korea 

Chase Manhattan Bank (Switzerland) 

63 Rue du Rtiflne, CH-1204 Geneva, Switzerland 

The amount 0 f doSa/s payable In respect of Coupons presented to an 
Agent ol the Depositary by Close of Business on Jung 29 , 1996 shaH be 
(he net proceeds of the sale ol Via amount of Won lor US dotars at toe 
prevaBng telegraphic transler selling rate of US dottars tor Won as 
quoted by a foreign exchange bank in Korea on- Bte day on which the 
relevant transfer fa made. 

The dMdend proceeds wfll be tastetouted lo IDR hotoers in proportion to 
tfwir respective enttoemere and after Ihe deduction ol all taxes and fees, 
charges, dudes and expenses of Ihe Depositary. 

Afl Certificate holders are required to submit the name and address of a 
bank hi New York and a US doflsr account number tor payment, or an 
address for which payment should be sent by US doflar cheque. 

AS holders resitSng In a country having a double taxation treaty wtlh the 
RepuHc ol Korea may obtain payment at a lower rale ot the Korean 
non-resktent wtthhokfing tax. on condition they furnish to either toe 
Depositary or through one of toe des i gn a ted Depositary Agents, a 
eertffleate showing their resrctence. together with a copy of toe 
Certificate of Incorporation, or. tar tadrwduals. a copy ol their passport 
These documents are requested by the Korean National Tax 
AcWntetraiion Office as evidence ot residence. 

Without such proof of residence, toe full tax rate of 2750 per cent 
Korean non-resident wtthhokfing tax wifl be retainsd. 

Chase Manhattan Bank Luxembourg SA 
as Depositary 


USD 20 000 000 006 

EURO MEDIU M TERM NOTE PROGRAMME 
OF S OCIETE GENERALS. 

SGA SOCIETE GENERALE ACCEPTANCE N.V. 

AND SOCIETE GENERALE AUSTRALIA LOOTED 
S ERIES 4 7/93- 13, TR1 

SOdETE GENERALE 

USD 200000 060 FLOATING RATE NOTES DUE DECEMBER 2008 
ISIN CODE : XSMM7942CT7 

Fw ihe period Jiiw 30. 1 9!K a September W. 1998 
the new rate hits been fixed at 6. 1875 * PA . 

Nttl payment date : September .HJ, J99S 
Coupon nr : 19 
Amount : 

USD 158.13 fr the desandumoBuf USD 10000 
USD 1 581.25 Tor ihe ilcunuMtioo oT USD 100000 

TIC PRISOPALrAYFiG AGENT 
SOCffTE GE.M-RALE BANK £ TTOCT SA. 

11-13, man* Emit Renter 
L-24W LUXEMBOURG 
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Dresdner Kleinwort Benson is at the heart 
of Europe’s financial markets and the Euro 
is an integral part of our future. We bring - 
clients ihe benefit of a unique perspective 
built on established strengths in both 
London and Frankfurt, where we are only 
metres away from the new European 
Central Bank, shown above. Our cross- . 
border skills in corporatafinance, in-depth 


industry knowledge, powerful debt and 
equity distribution, privileged 
understanding of international capital flows 
and strength of credit rating will enable 
. clients to both identify and take advantage 
of new opportunities resulting from EMU. 
; For'further information, contact 
Frankfurt on Tel: +49 69 263 4082 or 
London on Tel: +44 171 475 5141. 


asoed in the UK by Welrwprt Benson limited, 

^^<^ l D« d " erBanke,0U,X - 


o Dresdner Kleinwort Benson 






WEDNESDAY JULY 1 1998 


NOTICE TO THE HOLDERS OF 
SUMfTOMO smx CORPORATION 
¥8JH»,000 # 000 

?/i PER CENT. CONVERTIBLE BONDS 2002 
(the 'Convertible Bonds") 
and 

U.SS2004W04)00 

2*/« PER CENT. GUARANTEED BONDS 1999 
(the 'Bonds') 
and 

BEARER WARRANTS 
to subscribe for shares of Common Stock 
of Sumitomo Sitix Corporation (the 'Warrants') 
issued in conjunction with the Bonds 

CONCERNING MERGER 

Reference is made to the Notice Concerning Merger dated 11th June. 1938, published by 
Sumitomo Sitix Corporation ("Sumitomo Sitix'), a Japanese corporation, which informed the 
holders of the Convertible Bonds, the Bonds and the Warrants, of the merger of Sumitomo Sitix 
into Sumitomo Metal Industries, Ltd. ("Sumitomo Metal']. Notice is hereby given to the holders 
of the Convertible Bonds, the Bonds and the Warrants, as follows; 

(a) the merger agreement (the "Merger Agreement'} dated 23rd April, 1998 between 
Sumitomo Shut and Sumitomo Metal was approved by their respective general meetings of 
shareholders on 26th June, 1998; 

(b) pursuant to the Merger Agreement, Sumitomo Metal will succeed to all rights, obligations, 

and business of Sumitomo Sitix (including all the obligations of Sumitomo Sitix under 
the Convertible Bonds and the Bonds and the Warrants] on 1st October, 1998, subject to the 
commercial registration of the merger with the appropriate Legal Affairs Bureau under the 
Commercial Code of Japan. An application for such registration Is expected to be made on or 
after 1st October, 1998, but in any event, within two weeks from 1st October, 1998. Upon 
such registration, Sumitomo Sitix will be dissolved; 

(c| there will be no stamping or exchange of the Convertible Bonds, the Bonds and the 
Warrants, and thB Convertible Bonds, the Bonds and the Warrants will remain listed on the 
Luxembourg Stock Exchange under the name of Sumitomo Sitix : 

(d) as a result of this merger, the listing of shares of common stock of Sumitomo Sitix 
("Sumitomo Sitix Shares") on the Tokyo Stock Exchange and the Osaka Securities 
Exchange is expected to be discontinued on 24th September, 1998 and, accordingly 
Sumitomo Sitix Shares may not be traded on such exchanges on or after such date (please 
note that 23rd September, 1998 is a national holiday in Japan); 

(e) subject to the commercial registration of the merger mentioned above, the holders of 
Sumitomo Sitix Shares registered in the register of shareholders or beneficial shareholders 
of Sumitomo Sitix at the dose of business on 30th September. 1998 will be paid by 
Sumitomo Metal within 3 months from 1st October, 1998 Yen 4.25 per share in cash (subject 
to change upon consultation between both companies reflecting the finandal condition of 
Sumitomo Sitix on 30th September, ? 998); 

(f) subject to the commercial registration of the merger mentioned above, the holders of 
Sumitomo Sitix Shares registered in the register of shareholders or beneficial shareholders 
of Sumitomo Sitix at the dose of business on 30th September, 1998 will be entitled to 
exchange each such share held by them for 8.8 shares of common stock of Sumitomo Metal 
("Sumitomo Metal Shares"), the share certificates representing which will be delivered on 
or after the Exchange Date (as defined below); provided however that receipts (the 
"Receipts") representing the right to receive such share certificates on or after a certain day 
after such commercial registration (which day Is currently expected to be 30th November, 
1998) (the 'Exchange Date") will be, upon request, delivered to the holders of the Sumitomo 
Sitix Shares so entitled, end such Receipts, as Gappei Shin Kabu or new merger shares, will 
be listed on the Tokyo Stock Exchange, the Osaka Securities Exchange end the other six 
Japanese stock exchanges on which Sumitomo Metal Shares are listed and may be traded 
on these stock exchanges similarly to the outstanding Sumitomo Metal Shares; 

(g) on 30th September, 1998 it is proposed that a supplemental trust deed (the "Convertible 
Bond Supplemental Trust Deed"), supplemental to the Trust Deed dated 20th December, 
1994 relating to the Convertible Bonds, will be entered into between Sumitomo Sitix, 
Sumitomo Metal and Sumitomo Bank of New York Trust Company, as trustee of the 
Convertible Bonds, pursuant to Condition 4(D) of the Convertible Bonds to provide for the 
right of each holder to convert such Convertible Bond into the amount of Sumitomo Metal 
Shares and other securities and property receivable upon the merger by a holder of the 
number of Sumitomo Sitix Shares into which such Convertible Bond might have been 
converted immediately prior to the merger. Accordingly, with effect from 1st October. 1998 
and subject to the above mentioned commercial registration, the holder of a Convertible 
Bond will be entitled to convert the Convertible Bond into Sumitomo Metal Shares at the 
adjusted Conversion Price (as defined in the .Terms and Conditions of the Convertible 
Bonds) of Yen 148.1 per Sumitomo Metal Share, provided that where the Conversion Date 
tells prior to the date of commercial registration of the merger (the "Registration Date"), the 
converting holder of the Convertible Bond will receive the Receipts in place of share 
certificates representing such new Sumitomo Metal Shares. Where the Conversion Date 
occurs on or after the Registration Date, share certificates representing the relevant 
Sumitomo Metal Shares will be delivered to the converting holders of the Convertible 
Bonds; 

(h) on 30th September, 1998 it is proposed that a supplemental instrument (the "Supplemental 
Instrument"), supplemental to the Instrument dated 9th November, 1995 relating to the 
Warrants, will be executed by Sumitomo Sitix and Sumitomo Metal, pursuant to Clause 4 (E) 
(ix) of the said Instrument to provide for the right of each holder of the Warrants, by 
exercising such Warrants, (during the period such Warrants shall remain exercisable), to be 
issued the amount of Sumitomo Metal Shares and other securities and property receivable 
upon the merger by a holder of the number of Sumitomo Sitix Shares which would have 
become liable to be issued upon exercise of such Warrants immediately prior to the merger. 
Accordingly, with effect from 1 st October. 1998 and subject to the above mentioned 
commercial registration, the holder of a Warrant will be entitled to subscribe for Sumitomo 
Metal Shares at the adjusted Subscription Price (as defined in the Terms and Conditions of 
the Warrants) of Yen 201.7 per Sumitomo Meta! Share, provided that where the 
Subscription Date (as defined in the Terms and Conditions of the Warrants) tells prior to the 
Registration Date, the exercising Warrantholder will receive Receipts in place of share 
certific a t es representing such new shares. Where the Subscription Date occurs on or after 
the Registration Date, share certificates representing the relevant Sumitomo Metal Shares 
will be delivered to the exercising Warrantholder; 

(1) on 30th September, 1998 it is proposed that 8 supplemental trust deed (the "Bond 
Supplemental Trust Deed"), supplemental to the Trust Deed dated 9th November, 1995 
relating to the Bonds, will be entered into between Sumitomo Sitix, Sumitomo Metal, The 
Sumitomo Bank, Limited as guarantor and Sumitomo Trust and Banking Co. (USA) as 
trustee of the Bonds which will reconfirm, inter alia, the assumption by Sumitomo Metal of 
all rights and obligations of Sumitomo Sitix in relation to the Bonds on the merger 
becoming effective and the obligations of The Sumitomo Bank, Limited under its guarantee 
of the Bonds; and 

Q) copies of the Convertible Bond Supplemental Trust Deed, the Bond Supplemental Trust 
Deed, the Supplemental Instrument and any other relevant documents will be available for 
inspection at the office of Nomura Bank (Luxembourg) S A from 1st October, 1998. 


Sumitomo Metal Industries, Ltd. 


Dated: 1st July, 1998 
Sumitomo Sitix Corporation 
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SHIPPING GROU PS FA IL T0__REACH AGREEM ENT ON- PROPOSED SH1PS-F0R-SHARESJ AKE0^ 

Frontline abandons talks with ICB 


By Tin Bvt in StocfdnfaB 

Frontline, the Bermuda- 
based tanker operator, yes- 
terday abandoned talks 
aimed at ending its lang-run- 
ning ownership battle with 
ICB Stripping, of Sweden. 

The tanka: group - which 
launched a SKr3.22bn 
($404m) hostile bid for ICB 
last September - said the 
two companies had failed to 
reach agreement on a new 
offer involving an innovative 
ships-f or-shares transaction. 

Although Frontline has 
already acquired 51.7 per 
cent of ICB’s capital. Its 
takeover bid has been scup- 


pered by its failure to secure 
a majority of the Swedish 
group’s voting rights, and by 
ICB's announcement of a 
$309m agreed merger with 
Astro Tankers, of Qreece. 

Earfier this year. Frontline 
dropped its SKrll5-a-share 
cash offer for ICB, bnt 
launched a lawsuit claiming 
that the proposed merger 
with Astro was illegal. Since 
then, the two aides have in a 
deadlock. 

In an attempt to break the 
impasse. Frontline last 
month offered to swap its 
shares for part of ICB’s 
tanker fleet. The deal 
involving four of ICB’s 11 


wholly owned tankers - 
would then allow ICB to 
complete the msger with 
Astro, owned by the Angeli- 
cottssis shipping famil y. 

“We wanted to exchange 
oar shares for assets in the 
form of drips and a cash pay- 
ment,” said Tom Jebsen, 
rhief financial officer at 

F pnmtWww 

Officials dose to the trans- 
action. - described as “finan- 
cially intricate” - said it also 
envisaged most of Front- 
line’s shares up in 

the hands of the AngeUcous- 

«ris family . 

Yesterday, the Oslo-quoted 
company said it was term- 


inating the talks and would 
block any further attempts 
by ICB and Astro to com- 
plete' their proposed merger. 

OJa Lorentzon, ICB chief 
executive, b 1 fo»ed the break- 
down on disagreements over 
asset valuations and Front- 
line's imposition of a dead- 
line by which to finalise a 
a™ i “We had talks with 
Frontline which were 

friendly, but they decided we 
could not deliver a result in 
time,' be said. 

The negotiations found- 
ered over matching asset 
valuations for the ships 
Frontline wanted against the 
value of ICB's shares. Front- 


line acquired its stake in ICB 
initially through a SKr 11020 
mph and papa* offer, which 
it subsequently replaced 
with a SKrll5-a-sbare all- 
cash bid for the most com- 
monly traded Bshares- 

ha recent months, how- 
ever, ICB’s shares have 
omen sharply and are cur- 
rently trading at a signifi- 
cant discount to net asset 
values. The B^shares yester- 
day dosed at SSsTZ, up SKr 2 
on the day. Frontline's share 
price - readjusted for a 
recent share split - dosed 
yesterday at NKrl6.30, 
against about NKr36 last 
autumn. 


Prada chief seen Magna seeks to Ericsson 

raising funds to buy out Steyr 

lift Gucci stake minorities nhone’ 


■- - -J 

ADtvev togecanB-Joraison 
and Afice RawsSxm 

Prada. the Italian fashion 
group which recently 
acquired 9.5 per cent of its 
arch-rival Gucci, is under- 
stood to be in discussions 
with a number of banks to 
raise at least 8100m of junk 
band finmiM. 

Capital markets officials 
said Patrizio Bertelli. Prada’s 
president and the husband of 
Miuccia Prada, its chief 
designer, had approached 
several hanks specialising in 
high-yield bonds. 

Prada. which has already 
spent $240m on secretly buy- 
ing Gucci's shares, declined 
to comment The privately 
owned company financed its 
initial investment in Gucci 
with the proceeds of a 
L250bo ($3i8m) bond issue 
staged this spring. That 
Issue was heavily over- 
subscribed, with investors 
applying for L800bn worth. 

Mr Bertelli needs to raise 
additional ca pital to increase 
his holding. So far, his pub- 
lic comments about his 
plans have been ambiguous, 
bat analysts are convinced 
be hopes to exercise strate- 
gic control over Gucci. 

Edouard de Boisgelin, lux- 
ury goods analyst at Merrill 
Lynch in London, estimates 
a bidder would have to offer 


about $70 for each Gncd 
share, valuing the group at 
Mhl 

Prada Is thong ht unlikely 
to be able to pay |4bn for 
Gucci. It is tbe smaller of the 
two companies, with pre-tax 
profits of 8130m on turnover 
of $674m last year, when the 
comparable figures for Gucd 
were 8175-Sm and (975.4m 
respectively. 

However. Prada might 
mount a joint bid for control 
with friendly investees, pos- 
sibly a larger Italian group 
such as HdP, the industrial 
conglomerate which 
acquired Valentino, the 
Rome faghtnn house, earHer 
this year. 

Prada would require addi- 
tional ca pital to participate 
in a joint h id Mr BCTtpTii is 
understood to have told 
banks he is interested in 
raising at least 8100m. With 
that he could buy nearly &3 
per cent of Gncd an yester- 
day's share price, .which was 
down 8 ft to 851% in New 
York midday trading. 

At its annual general 
meeting in Amsterdam test 
week, Gncd told shardwiii- 
ers it had not discussed Pra- 
da’s plans with Mr Bertelli 
.or .any. of his executives. 

. Gucci's supervisory board 
also said in a statement it 
was “reviewing all strategic 
alternatives’’. 


Frank Stronach, the 
Austro-Canadian entrepre- 
neur, has launched a 
.SchlJgm (8102m) bid to buy 
out the m ino ri ty sharehold- 
ers of Steyr-Daimler-Puch 
(SPD), the Austrian vehicle 
manp fo ct nrar. and fawi prom- 
ised to refloat tire company 
nwt year. 

Magna in ternational, Mr 
Stomach’s quoted Canadian 
company, to pay 

Sch380 a share for the 8&2 
per cent of SPD which it 
does not own. 

SPD's shares were 
suspended at. Sch348 ahead 

Of the ammn^ iumwi t an«? 

the offer is 16 per cent above 
file price Magna paid when 
it bought its Muiln control- 
ling stake from Creditan- 
stalt, tire Austrian bank, hr 
March. 

Mr Stomach's latest hid is 
stm well below the Sch494 
level which the shares 
reached earlier this year, 
when rival. Mdte showed 
Interest In acquiring SPD, 
which assembles cars, mini- 
vans and off-road vehicles 
for Chrysler and Daimler- 
Benz. It Is also only margin- 
ally hi gher th«n Magna’s ini- 
tial bid of Sch365 a share 
which was later revised 
downwards. 

Mr Stronach, who was 


bom in Austria, moved his 
company's European bead- 
quarters to Vienna in the 
early 1990s and has made 
several high-profile invest- 
ments in Austria. 

Magna, one of the world's 
biggest car parts man ufac- 
t urers . employs 2JJ0Q in Aus- 
tria and has been held up as 
an ideal partner for SPD, 
which is keen to strengthen 
its position in the world’s 
automotive industry. 

However. Mr Stomach's 
initial bid caused contro- 
versy because scene analysts 
fell that SPD was being sold 
at too low a price in order to j 
r etain its Austrian identity. 

Mr Stronach had commit- 
ted him9df to making a “fair 
offer” to minority ahar» 4 mlri- 
ers. 

The new offer values SPD 
at just over 12 times esti- 
mated 1998 warnings, which 
rwnpam s with 8 m ultip le Qf 
15 tim es for t he A ustrian 
stock market. EPMG and 
Warburg Dillon Read have 
described the latest offer as 
fair. 

Mr Stronach has yet to 
unveil his strategy for SPD. 
Options include selling 
Magna’s 50 per cent stake in 
SDP Efehneugferiprik, which 
assembles Chrysler vans, to 
Chrysler, its joint venture 
partner, and selling SPD’s 
tank b uild in g subsidiary. 


‘world 

phone 9 

By Greg Mcfwr in Stockboftn 

Mobile phone users who 
encounter frustration when 
their handsets fail to work 
on the other side of the 
Atlantic may soon have a 
solution to their troubles. 

A new “world phone" 
allowing subscribers to roam 
between Europe, North 
America and beyond is to be 
launched next year fay Erics- 
son, the Swedish telecommu- 
nications group. 

Ericsson, the third-laigest 
supplies- of h ffndawfg behind 
Motorola of the US and Fin- 
land’s Nokia, said yesterday 
it was planning to launch 
the Industry’s first multi- 
standard mobile phone. It 
said the new phone would 
allow users to make wills 
from most parts of the world 
covered by mobile phone 
netw orks , except Japan. 

It predi cted the handse t - 
expected to have the same 
weight and size as Ericsson’s 
current GF/CF 788 range - 
would grab 5 per cent of the 
world market within two 
years of launch. 

Analysts said Ericsson's 
ability to exam several wire- 
less phone standards into a 
haniiMr repre s ented a signif- 
icant technological advance. 

“It is impressive. It is tbe 
nearest you can get to a 
satellite phone." said one 


NCM plans foreign expansion 
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RESULT OF THE CAPITALISATION SHARE AWARD 


By Gordon Cramb In A m s te rta m 

NCM, the Dutch export 
credit insurer, is targeting 
expansion in the US as weD 
as Germany and Spain - 
drawing from the triple A 
rated strength of Swiss Rein- 
surance, which yesterday 
gained a majority 85.6 per 
cent stake in the company. 

Maarten Hulshoff, NCM 
chairman said in an inter- 
view: “These three markets 
are key to us,” as part of a 
growth strategy agreed with 
its new parent 

Tbe company is valued at 
FI 761m ($372m) under the 
deal it struck In March with 
Swiss Be. then its third larg- 
est shareholder, after decid- 
ing that it needed stronger 

flnannfal harking 

NCM covered shipments 
worth FI 254bn last year, its 
staff processes 4,000 limit 
requests a day from export- 
ers seeking cover; and its 
database holds credit details 
on 7m companies worldwide. 

Some 60 per cent of NCNTs 
business is drawn from cus- 
tomers outside the Nether 


lands, and tbe institution 
was the first of its peers to 
expand abroad through the 
1991 takeover of the 
short-term business of 
Britain’s Export Credit Guar- 
antee Department 

Last year it acquired EKR, 
a similar operation in Den- 
mark. 

ABN Amro and ING, the 
two biggest Dutch financial 
groups, have in recoil years 
between them held a major- 
ity of NCM shares. 

They are reducing this 
holding to 5 par cent e ach , 
after NCM ruled than out as 
candidate owners. 

“About 65 per cent of our 
business in the Netherlands 
is bank-brokered,” said Mr 
Hulshoff. Ownership by 
either Dutch group would 
make it difficult to sell its 
policies through the 
channels of other domestic 
banks. 

Swiss He’s top-flight credit 
standing would assist NCWa 
ambitions in the US. where 
the sector providing export 
cover is less developed than 
in Europe, but where lenders' 


are more conscious of debt 
ra tin g s . 

Customers would be more 
easily able to raise finance 
for shipments covered fay an 
AAA-backed policy. 

Mr Hulshoff wants to a dd 
Spain to the 11 countries 
where it currently has an 
operational centre, and step 
up activity in Germany, 
because of the potential 
offered by the single 
currency. 

At the same time, the 
world is becoming more 
frightening, he implies. “The 
risk profile of tiie business is 
changing." Risks are bring 
assessed mare by trade sec- 
tor than individual ship- 
ment, and are globalising. 
The Asian economic shake- 
out required it to dispatch a 
rapid response force to the 
region. 

Beyond that lay the mil- 
lennium problem affecting 
computers, he said, as well 
as uncertainties in global 
food supply - through 
genetic engineering, out- 
breaks along the lines of 
Britain's BSE epidemic, and 


disruption to weather 
pattens. 

The takeover gives Swiss 
Be a channel into the credit 
insurance market, also 
allowing it to keep In touch 
with developments there 
which could affect other 
parts of its business. 

NCM Iras spent the last 
few years Integrating its five 
information technology 
systems and producing a 
common insurance policy. 

Response times to cus- 
tomer requests have come 
down accordingly, although 
Mr Hulshoff has acknowl- 
edged that not all were 
happy while the changes 
were in train. 

The company had pre- 
mium income from private 
business test year of FI 722m, 
with a farther FI 101 m on 
behalf of governments. Net 
profits were FI 30.2m. 

Swiss Re has bought out 
around 15 other sharehold- 
ers including Rabobank, 
Aegon and Munich He. Hie 
remaining 4.4 per cent is 
held by Winterthur, part of 
Credit Suisse. 


MM 
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Nedcor Investment Bank is authorised to announce that further to the announcement published In the 
press on Wednesday. 13 May 1998, elections from ordinary shareholders to receive a final cash 
cfivJdend of 257 cents per ordinary share on account of the year ended 31 March 1998 were made in 
respect of a total of 124 637 261 ordinary shares, resulting in a final cash dividend payment of R320 
317 760.77 of which, in farms of further elections made by ordinary shareholders, R85 509 885.53 
was utfttsed to subscribe for 663 323 new ordinary shares in the Company at a subscription price. 
based upon the weighted average price of the Company's ordinary shares on the Johannesburg 
Stock Exchange ("the JSE*) (or the four business days ended Thursday, 25 June 1998, of H128J3 
(■the weighted average price"). 

As a result, a total combined dividend payment of R320 624 466.66 (which includes dividends utilised 
in subscribing for new ordinary shares in the Company in terms or the further election made by 
ordinary shareholders and also includes R5Q8 705.89 in a residual cash dividend payable In lieu of a 
fractional entitlement to orrtinary shares) is due by the Company. 

Accordingly, pursuant to the capitalisation share award and based on the weighted average price, 
4 827 555 new ordinary shares are to be issued to ordinary shareholders on the basis of 2.122856 
new ordinary shares tor every 100 ordinary shares held which, together with the shares to be issued 
pursuant to the subscription of shares by ordinary shareholders, represents a 74% issue In lieu of the 
final cash dividend. Accordingly, the number of issued ordinary shares in the share capital of the 
Company has Increased from 352 241 928 ordinary shares to 357 735 808 orrtnary shares. 

listings 

The Bating of the 5 493 878 new ordinary shares in the Company mil commence on the JSE and on 
the London Stock Exchange from the commencement of business today. 

Posting of share certificates and dividend cheques 

Share certificates in respect of the new ordinary shares and cheques in respect of the final cash 
dividend and the residual cash dividend in respect of fractional entitlements to new ordinary shares 
will be posted to the applicable shareholders registered on the South African share register by 
Securetnafl end ordinary mail respectively end to the applicable shareholders registered on the 
United Kingdom share register by first class mail, today. 

By order of the Board 2 Jan Smuts Avenue 

A O C Tonldnson, Group Secretary Johannesburg 2001 

1 July 1998 



SOCETE flONQERE LY0NNAISE 

5<XV« ajvjnyrne with j short <Xpitol pf FRF 334,654.950 
Registered office: 2 ptir du Paluo Rcrjul 0 rurde M amfpi 75001 Parti 
RegtsierrJ In Ports under n" B 552M0S8Z 

Notice to holders of the FRF 1,375 million 
4% bonds due October 31, 2004 
of Sod6t£ FOntidre Lyonnaise (the “Company") 
convertible into shares ("Shares') 
of the Company (the "Convertible Bonds") 

Notice is hereby given to holders of the Convertible 
Bonds that, by reason oja proposed bonus issue by the 
Company of Share warrants and in accordance with 
article 196-i of the law of July 24, 1966, the Board of 
Directors of the Company resolved at its meeting held 
on June 4, 1998 ro suspend the holders' ri$it to convert 
the Convertible Bonds into Shares for a period not 
exceeding three months from July 16, 1998. 
Conversion rights will resume on such date and at 
such new converson rate as will subsequently be 
notified to holders of Convertible Bonds. 

The Board of Directors 



NOTICE OF ANNUAL GENERAL MEETING 

Energy lote^tional N.V rdwfund-) arc convened to .trend the Annual Gen e»l 
™ ft* 1 ** 31xSutr 1998 In lteOOam at the regimred office <rf die Fund, 
^ Wnknn wd. Curacao- The agenda for the meeting will provide for consider. 

« wwwing n u n c ib .* 

lm £££*19*8^ cm the Fund* aflkfo, for the year ended 3 J re 

2. Approval and adoption o/ the etatemcnr of nee ucetc as at 31k March 1998 and of dc 
MWIMH of qpenboa for tbe year ended 31at March 1998. 

3. Radficatlaa of the action* of the Board of Mrargramic for the year ended 3tsc March 1998. 

■*- Approrai of the payment on 5th Aigna 1998 of a dividend fo> ,4— „■<_ » n_ w e. 

“-Tbe -dvh£f 

Obtain United Kingdom distributor satns for dg Fond. " 

5- i *— -* ■ 1 — rf rirr Pmnrf nf Mnn ii fl i mi m 

ta “ * TOnd •“* "* e “ **»* TTirrrinc, holders of bearer shares dcTvWr _ 

'floftfcttM (or ■ deposit rec eipt for their share certificates). icnS iSwud 
uMMlRKat the registered office of foe Fund not later than Friday, 24th JuI^199a^ Hokfcrs^f 
fCgtoocp d abat es e focemtw gd dK nwwmg are mvitod to acn/a dufySplewi SKJrf 
form of proxy to the reghtered office of the Fund not later than Frida* 24tf» July 199*. 

■n* fond* ’Awfesd. tanuri iRc^n to 31* March 1998. proxy forms and deporir recants are 
available to bearer Shareholder! from the Pund’i A dmin i st rator Or any of the Paying Agents.^ 


Admhustvsior; 


Forum Home. Greovule Street. St. Heiiex; 
Paying Agents: 

Basque Internal i ni ia U- £ Luxembourg S.A 
69 rotne cTEsch 
L-1470 Luxembourg 

TOrtdouisehc Landcsbank Gueaenttale 
HOKttKflBC 15 
40217EKUwldorf, Germany 


j»m Channel Islands I 

Street. St Helta; Jeesoy. JE4 8RL, Channel bland* 


Ct—w ibanh Aknagctdbdiafi 
Note Mourn? Straw: 32-36 
602£1 Frankfort am Main, Germany 

By onW o£ the Board Management 
I9fo June 1998 
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4 CEI Citicorp undergoes 
rapid transformation . ; 

to focus on media 

t®. raup dis P° ses of its rag-bag of privatised interests in 
favour of telecoms and cable TV, writes Ken Warn 
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F ew companies can have 
been through a transform 
matlon quite so dramatic 
as Argentina’s CEI Citicorp 
Holdings. 

Once a bolding co mpany 
for a decidedly mixed bag of 
former state-owned assets, 
and forced to fend off share- 
holders' complaints about 
management inaction. CEI 
has rapidly become the 
country's dominant Tn«»Hia 
and telecommunications 
group. 

Created by Citibank in 
1987 as an improvised 
vehicle to convert $ibn of 
Argentine sovereign debt 
into equity, CEI participated 
in a string of privatisations, 
buying stakes in everything 
from telecoms, electricity 
and gas utilities, to special- 
ity steel production. 

In a process culminating 
this year, CEI began divest- 
ing its non-core assets to 
focus on telecoms and cable 
TV. “It’s amazing what we 
have been able to build in 
one year," says Richard Han- 
dley, chairman and chief 
executive. “Sometimes some- 
thing like this can take 10 
years." 

But the real prize, CEI 
believes, will follow deregu- 
lation of the telecoms mar- 
ket in 1990. Along with 
Spain's TelefOnica Interna- 
tional, CEI controls Telefon- 
ica de Argentina, the basic 
telephony provider for the 
south of the country created 
at the break-up of state tele- 
coms monopoly EnteL 
With deregulation, CEI 
and TelefOnica will be able 
to offer nationwide domestic, 
long-distance and interna- 
tional telephony, plus cable 
TV, audio and internet 
access, all down the same 
wire. 

Tempted by this prospect, 
Texas-based private equity 
firm Hicks Muse Tate & 
Furst agreed in May to pay 
$700zn far a stake of about 20 



NEWS DIGEST 
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Richard Hartdeyr ■Control is not the point 1 


The divorce leaves the 
cable industry dominated by 
CEI’s Cablevisfon and 
Clarln’s Mult) canal, which 
has a 28 per cent market 
share. This boa led to accu- 
sations that the industry has 
become an effective duopoly. 
“They have finished creating 


The split from CEI 
has created the 
possibility Clarfn 
will join forces 
with Telecom 
Argentina and 
duplicate CEI’s 
strategy • 


and CEI as more govern- 
ment-friendly. 

Mr Handley does not dis- 
guise his arimlraHnn for Mr 
Menem and his successful 
push to sell off state indus- 
tries. "The guy is unique, he 
has created a revolution in 
this country." he says. "But 
our company is not and 
never wQl be political. Apart 
from anything else, the 
shareholders would not put 
up with it" 

Not everything has gone 
CEI's way. Earlier last 
month it was forced to can- 
cel a 5300m share offering 
amid international market 
turmoil. Hie Issue was pul- 
led just days before the end 
of a three-week roadshow. 
Ra faring an equivalent sum 
through the bond markets 
also looks difficult in the 
current climate. 

Much of this money was 
destined '* to " 1 reduce 


SCA buys Svetogorsk 
tissue mill from Tetra 

SCA, the Swedish forest products group. Is augmenting its 
Russian operations by acquiring the Svetogorsk tissue mill 
near St Petersburg forSKr200m ($25m) from Tetra Laval, the 
privately-owned Swedish packaging group. 

The deal follows Tatra's sale of Svetogorsk'a pulp, paper 
and board business to International Paper of the US last week 
for an undisclosed sum, bringing to an end a costly adven- 
ture. After acquiring control of the plant, Tetra needed to 
spend heavily to upgrade outdated machinery. 

Jdrgen Hagflnd, a senior official at Tetra Pak, Tetra Laval's 
packaging arm, acknowledged that only a small part of the 
company's Si 27m total Investment in Svetogorsk would be 
recouped. However, Tetra, which sells liquid beverage pack- 
ages in Russia, said it would continue to purchase board for 
its products from Svetogorsk. Svetogorsk Tissue had output 
lest year of 19,200 tonnes, corresponding to 20 per cent of 
the Russian market. SCA said current capacity was 30,000 
tonnes, which could be increased to 40,000 tonnes. 

SCA expects its sales of hygiene products In Russia to 
reach SKr450m this year, excluding Svetogorsk. It intended to 
use the new facility as a bridgehead for expansion into the 
Baltic states and Belarus. Greg Mdvor, Stockholm 


Volvo reshapes Russian unit 

Volvo, the Swedish automotive gnxto, is to restructure Its 
Russian activities by bringing ail operations under the 
umbrella of a new co mpan y, ZAO Volvo Vostok. Volvo said 
the company, to be based in Moscow, would co-ordinate afl 
Volvo's operations in Russia: Greg Mdvor 


ONLINE SERVICES 



From I July, I 998 Incentive AE will be known as Gambro AB, signalling 
the complete refocusing of the company on healthcare services. Gambro 
is an international medical technology group with two business areas in 
the renal care sector - Dialysis Products and Renal Care Services - in 
addition to the Cardiopulmonary Care and Blood Component 
Technology business areas. Current revenues exceed US$2.75 billion and 
the group has 18,000 employees in some 40 countries. 


the cartel, nowtheywant to 
per cent in CEI,; In latw - ,squ6^, toe lenum," . 5ays shbrt-tppn . debt,, , which 
: ’ America 'sT biggest' pft v attr 1 Ecclestone - of '"stands. abi^$20tai.’ How- 

equity deal "to date - ' tiKAasint^cdanfisi' ." ever. CEf has 

CEI tejects t hese accusa- 5150m cash which it will use 


Cegetel in French venture 

CegeteL the alliance between British Telecommunications and 
Compagnte Generate des Eaux in France, has finafised an 
agreement with America Online, Bertelsmann of Germany and 
the French group Canal Plus, to form a Joint venture to pro- 
vide online services in France. 

The deal was first announced in January this year. Cegetel 
will have a 36.7 per cent stake In the venture with Canal Plus 
taking 18.3 per cent ACL and Bertelsmann will have a com- 
bined stake of 45 per cent The venture will bring together 
ACL France and CompuServe France and win have 285,000 
customers. Just ahead of Francs Telecom's Wanadoo with 
280,000. Alan Cme 
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GAMBRO 


For fjroher ir.-'cmadcn, corbel Corporate Ccririunk.-tiors. Gambro AB. PO Bex 7373 
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Argentina had the region’s 
most developed cable TV 
market, with household pen- 
etration of more than 50 per 
cent. Market leader dable- 
visiOn, 666 per cent owned 
by CEI and Telefonica, has 
more than 1.5m subscribers 
and more than 30 per cent of 
the market. 

CEI's other rapidly 
acquired media businesses 
embrace television produc- 
tion, a stake in top-rated 
broadcast television station 
Tdefo, radio and publishing. 

Building this empire has 
not been without problems. 
Last year CEI fell out with 
partner Grupo Clarfn, long 
unrivalled as the country’s 
i parting media group, over 
strategy. Clarfn did not 
share CEI's willingness to 
take minority stakes in part- 
ner companies. 

“Control is not the point," 
says Mr Handley. The point 
is to ally yourself with 
people who make you bigger 
and better.” 


tfoos, saying there is fiercer 
<M«npetitioh In this Industry 
than ever before, although 
among a smaller group of 
-.companies, _ v*. 

.There are sfill sOO small- 
scale caMe qperatore in the 
local market, and about 1.5m 
subscriptions up far grabs. 
CEI behoves. . • • 

The split from CEI has 
also created the possibility 
that Chula will join forces 
with Telecom Argentina, 
which holds the telephone 
franchise for the north of the 
country, and duplicate CETs 
strategy, of expanding into 
rivals' territory by offering 
bundled cable TV and tele- 
coms packages from 1999. An 
alliance with a- big US tele- 
coms group would .be an 
alternative. 

Argentine commentators 
habitually cast the rivalry 
between CEI and Clarfn in a 
political light, with Clarfn 
portrayed as a bitter foe of 
President Carlos Menem. 


partly to redupC that debt 
and partly to push for . more 
cable hustaess. lnduihng in 
neighbouring Brazil, longer- 
term debt, in.the form of 8-20 
year Bonds., totaLs JSGOtuL 
CETs rapid rhedla growth 
has also attracted the atten- 
tion dr opposition deputies. 
A win by the opposition Alli- 
ance in next year's presiden- 
tial elections could bring 
increased regulatory pres- 
sure to bear, on several 
industries, including cable 
TV, Argentina also has a 
series of moribund regula- 
tions - on media ownership 
which could be reactivated 
In a more hostile political 
'climate. 1 
Neither this project nor 
the' slowdown in Argentina’s 
growth rate from last year's 
8.4 per cent appears to worry 
Mr Handley. Slower growth 
among telephone and cable 
subscribers can be met with 
more efficiencies to boost 1 
margfos. he. says. 


Tabacalera builds US business 

Spain's Tabacalera has strengthened its cigar business in the 
US by buying a new plant £n the Dominican Republic. The 
plant will make the upmarket Romeo y Julieta brand, which 
the group acquired last year when it bought Max Rohr Import- 
ers; a top California distributor of quality cigars. 

Tabacalera Cigars International win pay Tabacalera National 
Cjomihicana about, $6rii for toe plant which will eventually 
have capacity to produce 6m cigars a year. It is the first 
acquisition by the group since it was fuBy privatised in ApriL 
Tom Boms, Madrid 


PENSION FUNDS 


Aegon strengthens Banamex link 

Aegon, the Dutch insurance group, has extended He strategic 
affiance with Banamex, Mexico's largest bank, by acquiring a 
48 per cent stake In Banamex’s pension fund management 
business for S284m. Aegon and Banamex have been partners 
.In bancassurance since 1995. The Dutch group’s Investment 
In Afore Banamex comes only a year after Mexico reformed 
its soda] security system and Introduced privately-managed . 
individual .retirement schemes. 

Aegon’s Investment was welcomed by Banamex, due to the 
new industry's high start-up costs and strong competition 
among Mexico's 17 Afores, or retirement field management 
companies. Aegon, which owns Scottish Equitable in the UK 
and is a leader in Bfo insurance and retirement products In the 
US, is expected to contribute its expertise to Ban am ex's 
nascent pension fund business. 

In addition to Aegon, International financial groups such as 
ING of the Netherlands, Santander of Spain, and Assigna- 
tion© Generali of Italy have invested in Mexican Afores. The 
system is undergoing a period of consolidation as stronger 
pension management groups buy out those who were less 
successful In signing up efients. 

Lasfie Crawford, Mexico Crty 


Multimedia Access Corporation 

NOTICE OF EXCHANGE OFFER 

Offer to exchange up to 500,000 Shares 
of Series A ConwrtWe Piwfened Stock 
For Any and AM 

8 % Senior Convertible Notes Due 2002 

July 1, 1908 

Sss^isssaass- 

Summary of the "forme and Condition* 
of Ihe Exchange Offer 
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BankAustrala 

CtirnmcmeeJlhBankcfAuGtrafi&ACN 123 123 124 
(successor in lawtotfie Stale Banket Victoria) 

U.S. $125,000,000 

10-Year Extendible Renting Rate Capital Notes 

For the six months 30th June, 1998 to 31st December; 
I960 the Notes w£D cany an interest rate of 5.8859% 
per awniTm with an interest amount of U.S. $300.83 per 
US. $10,000 Note. The relevant interest payment date 
will be 31st December, 1998. 

listed oa the London Stock Exchange 


Bankers Trust 
Company,. London 


Agent Bank 


Milan, Corso Matteotti 5 

Property of Banca Monte dei Paschi di Siena S.pJL 

ServLzi Immobiliari Banche - S.I.B. S.p_A. has been given ihe task of promo- 
ting the sale of the building located in Corso Matteotti 5, Milan, as is and in its present 
legal status. The building is located in a - • 1 --- “ “ - 

Babila and Piazza della SScala, and is part 

gn by the architect Lancia in the early 1930s. The bu Wing has six above-gi 
plus a basement level and a mezzanine floor, with an inner courtyard with vehicle 
access from Via Montenapofeone. 1 . With the exception of the areas of the building lor 
commercial use on the ground and mezzanine floors, and the apartment located on 
the third floor (occupied without contract), the building is completely vacant. 

Interested parties should present fully secured purchase offers, by 12:00 noon on 
July 31, 1998 via registered letter with return receipt sent to Servizi Immobiliari 
Banche - S.I.B. S.p.A. in Milan, Via Nterziere n. 13. 

Procedure for presenting offers: 
Indicate toe purchase price for the entire 
complex, specifying payment dates and 
methods; 

• indicate the otter’s term of validity, which 
should be no less than 45 days starting 
from July 31, 1998; 

- provide a bank declaration that an irre- 
vocable time deposit has been made up 
to the date the offer is expected to expire, 
in favor of Banca Monte dei Paschi di 
Siena S.p.A. for a sum no less than to 0 * 
of the price offered; 

■ declare that the offering party is intere- 
sted in buying solely on its own behalf 
and not on behalf of a person or com- 
pany to be indicated later; 

• attach a declaration of consent to per- 
mit Servizi Immobiliari Banche - S.I.B. S.pA to process the offeror's personal data 
and transmit it to the Owner in compliance with Italian Privacy Law 675/96. 

Offers presented will be submitted to Banca Monte dei Paschi di Siena S.p.A., for 
the necessary evaluations. Acceptance will be notified by registered letter, if there are 
a number of offers, toe Owner reserves the right lo invite the offerors, via a registered 
letter explaining how to raise bids, to a meeting the date of which shall be therein indi- 
cated, where higher offers can be made within the framework of a competitive bidding. 
The premises can be examined by appointment, confirmed via fax sent lo Servizi 
Immobiliari Banche - S.I.B S.pA of Milan - Sales Management Office. 

Tins announcement ■& not a public offer pursuant to Art 1336 of the Itaban Qvfl Code. Thus, receipt m 
offers invofueg no obbganan la set la said offerors, nor does a grw them any nghls tor any reason, including 
die ngrn to brokerage or advisory lees, even where the otter is accepted. The provisions ol the Italian 
armouncemenl wifl prevail over any other advertisement in a foreign language n foreign newspapers 
Tins announcement and Ihe sates process are governed by llaftan law 



Full documentation about 
the building is also availa- 
ble on-fins at the following 
Internet address: 
http^/wwwjsib-spa.com 


Servizi htunoMKari Banche 


via Verziere, 13 - 20122 Milan 
Tet. (+39) 02-77.B31 
Fax (+39) 02-77.83217 
E-mail Sales Office: 
buslnessQ8ab-5pa.com 


Please contact 


Melanie Miles 


VI: -44 III" l 87«.o49 


l ax: +44 617) *-.13004 


The Nippon Credit Bank 
(Curasao) Finance, N.V. 
U.S. $500,000,000 

Subordinated Floating Rate 

. Guaranteed Notes 2000 

In Kcartbnce with the terms and andidaos of the Notes, nonce is 
hereby given char the intereat rate for the hwrest Period from 30th 
June, 1996 ta 30th September, 1993 s 61125% per annum. The 
Coupon Amount payable on the 30th September, 1998 in respect of 
each ofUS. SIQjQOO in fvindpal amount of each NwefeU-S. $158-76- 


T his announcement appears as a matter of record only. 


The fotlowtng partnership and associated parallel funds have been 
formed to Invest in private equity in the Asia Pacific region. 


Prudential Asia Private Equity 
Limited Partnership II 

US$540,500,000 

June 1998 


Bankers Trust 
Compa n y, London 


Agent Bank 


General Partner 

Prudential Asset Management Asia Limited 

(S& Prudential Aaa 
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MUTUAL FUNDS OFFERS FOR FRENCH BANKAS US^BUSINESS JEXPECTED TO BE IN THE RANGE OF $2 50m-$325m 


Bidders line up for SocGen unit 


By Wtfflam Lewis and 
John Anthers ta New Yoric 


Final bids for the US mutual 
fund business of Soctete 
Generate, the French bank, 
are due on Tuesday and 
expected to be in the range 
of *250m-$325m, according to 
people close to the negotia- 
tions. 

Earlier this year, SocGen 
appointed Goldman Sachs, 
the US investment h ank, to 
help advise on the sell-off of 
the business, which has 
about $5.5bn under manage- 
ment 


People close to the talks 
say a number of financial 
services groups - all medi- 
um-sized operators In the US 
mutual-fund business but 
seeking to expand - have 
shown inter est and are will- 
ing to pay in cash. 

They include Plmco, the 
Los AngeJes-based retail and 
wholesale fund manager, 
John Hancock Funds, the 
aggressively expanding 
mu tual -fund arm of the Bos- 
ton-based mutual life insurer 
which recently announced 
its intention to float, and 
Seligman Financial Services, 


the New York-based fund 
manager. 

John Nuveen, the Chicago- 
based fund manager which 
has traditionally specialised 
in bond fonds, is also 
thought to have shown Inter- 
est. In addition. First Union, 
the North Carolina-based 
bank which has acquired 
several independent fund 
managers to boost income it 
gains from fees rather than 
loan interest, is said to have 
entered into discussions 
with SocGen. 

Soc Gen's US mutual fond 
business is managed and 19.9 


per cent owned by Jean- 
Marie EveOlard. While Mr 
EveQlard is unable to block 
a sale, fund management 
deals are typically completed 
only with the approval of the 
target company’s manage- 
ment 

The decision to sell the 
business was taken by Soc- 
Gen, which owns 80.1 per 
cent, not by Mr BveMard. He 
declined to comment yester- 
day but is thought to sup- 
port the decision to selL 

The business is best 
known for two of its funds - 
Sogen International, which 


has $3.7bn under manage- 
ment, and Sogen Overseas, 
which has $950m under man- 
agement 

SocGen is keen to sell the 
business to c o ncentrate on 
asset management for insti- 
tutional investors. In addi- 
tion, other recent asset man- 
agement sell-offs have 
shown how strong prices are 
at the moment Fund man- 
agement companies histori- 
cally sell for about 2 per cent 
of funds under management, 
but analysts say that some 
deals are now running at up 
to 4 per cent 



Charge 
will put 
Compaq 
in red 


By Paid Taylor 


Robot army goes to war for ‘share of stomach’ 

Coca-Cola spent $5bn on marketing last year in its battle for volume and profits growth, writes Daniel Bogler 


D oug Ivester’s enemy is 
tap water. Coca-Cola's 
new chairman has his 
sights set not on the market 
for carbonated soft drinks, 
where Cake already holds a 
commanding 50 per cent 
share worldwide, but on the 
much larger market compris- 
ing beverages of every kind 
- or as he bluntly puts it 
“share of stomach”. 

Measured on that basis. 
Coke has only a 2 per cent 
global market share. The 
point is neatly made on the 
cover of Us 1997 annual 
report - the first under Mr 
Ivester's chairmanship - 
which features 47 empty 
Coke bottles and only one 
fiill one. Around the world, 
tea, coffee, alcohol and 
above all, plain old tap 
water, dare - as yet - to be 
more popular. 

Setting this type of aspira- 
tions! goal and then driving, 
in all earnestness, towards 
it, is one of the strengths of 
Coca-Cola. 

At last week's biennial 
analysts' meeting at the soft 
drink giant's Atlanta bead- 
quarters. Mr Ivester pres- 
ented Coke - 122 years old 
and, with a market capitalis- 
ation of S210bn, America's 
third most valuable com- 
pany - as “the perfect 
growth company and one 
that is still in its infancy”. 

That message was 
reinforced by Coke's assem- 
bled senior management its 
chief financial and market- 
ing officers and the six divi- 
sional and geographic heads. 
Almost to a man they are 
Coke veterans of 20 years or 
more and imbued with the 
company’s robotic mindset. 


The 500 brokers and fund 
managers who braved Atlan- 
ta’s s umm er heat and eight 
hours of presentations were 
treated to few laughs. But 
they received an endlessly 
repeated and thus reassuring 
message that Coke’s legions 
across 200 countries were 
battling in the cause of 
enhancing shareholder 
value. 

Much of the message, 
unfortunately, was coded in 
the kind of jargon beloved of 
marketing men - and it 
seems everyone at Coke is a 
marke tin g man. Thus Ralph 
Cooper, head of Minute 
Maid, Coke's juice division, 
talked enthusiastically of 
“owning the breakfast bever- 
age occasion”, when he 
meant to say that be wants 
people to drink more of his 
orange juice in the morning. 

Conference participants 
were treated to “Coca-Cola 
breaks" rather than coffee or 
tea breaks. And chief mar- 
keting officer Charlie Fre- 
nette made much of the fact 
that the group has switched 
its marketing strategy from 
the "three As” - Availabil- 
ity, Affordability and Accept- 
ability - to the “three Ps" - 
Pervasiveness, Price/Value 
and Preference. It probably 
takes a Coke aficionado to 
appreciate the difference. 

Behind the catch-phrases, 
however, stands an impres- 
sive organisation- The sheer 
scale and pervasiveness of 
Coke’s marketing effort is 
hard to believe 
In 1997 the group spent 
$5bn on marketing, and its 
bottlers countless millions 
more, to build its four core 
brands - Coke, Diet Coke. 



Douglas Ivesian Coca-Cola is the perfect growth company* AP 


Fanta and Sprite - as well as 
160 local ones. 

Over the past few years it 
has hired hundreds of mar- 
keting people, consistently 
investing ahead of demand 
according to Mr Ivester, and 
with the sole purpose of 
driving growth. 

As a result, Coke’s vol- 
umes are rising at 7-5 per 
cent a year - and 9-10 per 
cent in the latest quarter - 
against 1 per cent for its 
chief rival PepsiCo. 

And those new faces have 
brought plenty of ideas. 
Responding to changing US 
shopping habits. North 
American president Jack 


Stahl says Coke has 
switched from displaying its 
products just along a single 
supermarket shelf to putting 
cold cans throughout the 
store and smaller bottles 
into the ready meals section. 

F or the World Cup, for 
which the group is an 
official , sponsor. Coke 
measured traffic flows 
around the Stade de France 
in St Denis and set up 85 
“Red Zones" where thirsty 
fans were most likely to get 
bogged down and find them- 
selves in need of ice-cold 
refreshment 

Along with marketing. 


Coke’s success rests on its 
total system approach. The 
group sits at the heart of a 
network of “anchor” bottlers 
and franchise bottlers, in 
many of which it owns sig- 
nificant equity stakes. That 
produces a multiplier effect 
Where Coke spent Si bn an 
capital equipment last year, 
the whole system spent 
$5bn. Its bottlers own over 
1,000 plants and 150,000 
vehicles worldwide. 

And with Coke sharing its 
business plans, its thinking 
and even key executives, the 
two parts of the system feed 
off each other’s growth. 

In the UK, for instance, 
Coca-Cola Enterprises, the 
original and largest anchor 
bottler, took over the terri- 
tory from Cadbury Schwep- 
pes at Coke's behest Since 
then it has beefed up the 
street-level salesforce from 
nothing to 900 people and is 
currently installing one 
piece of cold drink equip- 
ment every 3 minutes. 

In Mexico, another anchor 
bottler, Panamco, has put 
Coke coolers Into taxis, 
persuaded shop owners to 
deliver Coke on red bicycles 
and will even put a vending 
machine outside your house 
if you are bolding a party. 

Is there anywhere Coke 
does not go? Only where It is 
Illegal, says Mr Ivester. But 
he points out that the min- 
ute the US lifted sanctions 
against Vietnam, aircraft 
full of Coke, refrigerators 
and signage lifted off the tar- 
mac and the company was in 
business in Vietnam within 
24 hours. 

In the long run, tap water 
does not stand a chance. 


Compaq Computer will take 
a $4.7bn charge against its 
1998 results in connection 
with its acquisition of Digi- 
tal Equipment. Eckhard 
Pfeiffer, chief executive, said 
yesterday. 

Mr Pfeiffer acknowledged 
that Compaq - now the sec- 
ond largest computer group 
in the world, hrtiinfl Interna- 
tional Business Machines - 
would report a net loss far 
the current year. 

The charge would include 
process technology writeoffs 
totalling $3bn, and $L7bn to 
cover the casts of a restruct- 
uring programme involving 
the loss of an estimated 
17,000 jobs, announced ear- 
lier this week. 

“Given the magnitude of 
the res t r uctu ring charge we 
are taking, it will make the 
year negative, but you have 
to look at the difference 
between net and operating 
results.” Mr Pfeiffer said. 

Andreas Barth, Compaq’s 
European chief executive, 
added that the company 
expected to complete the 
restructuring of its 
Operations in Europe this 
year. 

Asked whether there could 
be re str u c turin g charges- in 
1999 resulting from the 
planned job losses, Mr Barth 
said: “That is not the plan. It 
has all been accrued this 
year.” 

Compaq completed its 
$8.4bn acquisition of Digital 
earlier this month, part of its 
strategy to- become a full- 
range computer group fol- 
lowing the g4.lbn purchase 
of Tandem Computers last 
s umm er. The company said 
at the time that it expected 
to break-even in the second 
quarter and to face a “transi- 
tional” third quarter before 
Digital started adding to 
earnings in fourth. 

Yesterday. Mr Pfeiffer said 
the inventory problems 
which plagued Compaq ear- 
lier this year and led to a 
surprise first-quarter loss 
had cleared. 

“We.wlflbe at -tbe 'lowest 
level {of inventory] we can 
remember for years at the 
end of the second quarter 
[yesterday],” he said. 

Mr Pfeiffer added that the 
group's new bnild-to- 
or dery build -to- configure 
manufacturing strategy was 
“now kicking in". . 
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Devon Energy to buy 
Canadian group 

»id is to acqtire Canada s Nottfist^En^yy .j. 

*■ i-.C-qan 
to the .peer** expanse m PP<*n. 
capacity to US markets. 

■n*. transaction, bflled as a merger, wffl create one of North 
independent oil end^prad^e* 1 
proven reserves of IJKJObn cu ft of gas and 

equally distributed in the two countries. Va’VfJ* 

StaJtiSff .7bn, it wffl have separate 

uslmd Canada. whUe continufngto taka 

opportunities in both countries. Devon's Sas >nterests 

fnCanada will be fokJocf into Northstar's operations. 

Scott Morrison, Toronto 

INFORMATION TECH NOLOGY 

A0L sells prime internet space 

Three brokerages have agreed to pay, America 
of $75m over the next two yeans to be prominently featured 
by the online service, which has more than 
AOLsaid the deal with DUDfrect E Trade and Waterhouse 
Securities was one of cyberspace’s biggest marketing agree- 
ments. It win place the three “premier brokerages m a new 
section at AOL's personal finance section - the most ; fre- 
quently visited part of AOL Each brokerage wffl pay AOL 
$12-5m a year for two years. Jupiter Communications, the 
market research group, predicts that by 2002 the i rnjmbwof 
online trad rig accounts will swell from toda/s 3.5m to 18m. 
while analysts at Forrester Research forecast that by 2002 
one out of five US households will be investing onflne, and 
online accounts wiH grow to 4.6 per cent of ail retail Invest- 
ment assets. Louise Kehoe, San Francisco 

PHARMACEUTICALS 
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Merck wins migraine approval 

US pharmaceuticals group Merck yesterday won approval 
from the Food & Drug Administration for Maxaft, a new 
migraine drug which is expected eventually to generate 
annuel safes of about S300m. More than 24m Americans, 
mostly women, are afflicted by migraines. Up to 10 per cart 
of the world population may suffer such attacks. Exactly what 
triggers the headaches is still unknown. 

Earlier this year Bristol-Myers Squibb gained FDA approval 
to sell Its Excedrin pain reHevsr as the first over-the-counter 
medicine for migraines. Pfizer and Smith Kline Beecham are 
also developing treatments for the ailment Maxaft is expected 
to challenge Glaxo Wed coma's blockbuster migraine drug Imi- 
bm. Victoria Griffith, Boston 


FUND MANAGEMENT 
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Caspian chief moves to Optima 

Christopher Heath, founder of Caspian Securities, the emerg- 
ing markets Investment bank which last week gave up its fight 
for survival, is Joining a leading hedge fund manager. Mr 
Heath has become a senior partner at Bermuda -registered 
Optima Fund Management, with nearly Si bn under manage- 
ment in his New York-based job, Mr Heath will help to 
develop and market international products for Optima, which 
has 12 multi-manager funds and 10 single-management 
funds. Clay Harris 



VOLKSWAGEN AKTIENGESELLSCHAFT 

Wolfsburg 


Announcement 

re na ri A nfl the co w rs loa of the equity capital of pain 


i to 


no-paNnhn shares (shares without a nominal vaHae) by the f a cto r of 1:10 

- security code numbers 7M 400, 766 402, 766 403, 766 406- 

Ai the mural general meeting of VOLKSWAGEN AG bdfcf on *h Jane. 1998, a resolution was passed do reclassify the 
equity capital of VOLKSWAGEN AG from par- value shares to no-par-valuo shares (shares without a no min al value) so 
dial c»cty one Uuue with a nominal value of DM SO is replaced by tea no-por-vatnc shares. Where the stares cany voting 
rights, these voting rights win be increased by a factor of 1:10. The equity capital of the com p a n y, which mats 
DM103 1 .727 J30, will from now comprise 3<XL96 1 .320 onfinory stares and 97.384,150 two- voting p ref e ren ce stares . The 
shares will be oo-ptr-vahie shares in the name of their owner, The oonespoixljflg alterations to the articles of association 
were entered in the companies,' register at the local court of Woi&buig on 19th Jane, 1998. 

Pursuant to the convensoa of the shares to no-pur- vahic shares in the propor ti on 1 : 10 . the stodk exchange listing b also 
being amended. With effect bom 

6 th My. 1998 

on all tbe German security exchanges the onUaary shares and tmo-votiqg preference shares of VOLKSWAGEN AG will 
be converted from units of I share => DM50. which have rnnned the bards of trading kiitartD, to no- par- value share units 
in the porponion 1:10. From that dote onwards shares hi VOLKSWAGEN AG wQ] only be available as no-par- value 
shares. On the German security exchanges, in addition to tbe q uot a t i on based cm tbe middle price the shares will also be 
quoted in variable-price trading in kna of 100 shares or mnhrptes thereof. Existing stock exchange arim wiH lapa- at the 
dore of business on 3rd July, 1998. 

Tbe conversion to no-par-valne shares in tbe proportion 1:10 means that every one DM50 share is tamg replaced by ten 
no-par- value shares. The proportion of tbe equity capita] held by a shareholder by virtue of all the stares he holds will 
remain unaltered. Certificates reining to shores which have been issued at a nominal value of DMSO will be deenwd to be 
crntfxaics for multiples of 10 no-par-valne shares. Ceniflcac* which have been issued at a higher nominal value than 
DM50 win be deemed lobe certificates far a correspondingly Ugher somber of no-par-valoe stares. The stare cecdfican 
current]} in circulation wfll continue to be valid after tbe conversion to no-par-valne shares. 

In accordance with the article, of asrodation of oar company, itarebakJas will nor be entitled to receive certificsts Tor 
individual shares. The smallest deaotnhtatkw in which certificates will be supplied is 10 no-par-vahie shares. Accord in gly, 
smaller numbers of shares win oaty be credited via securities clearing and deposit tank*. 

As of the dose of business on 3rd July, 1 998 tbe depositary banks will reclassify the portfolio holdings in ordinary shares 
and noo- v cling preference shares in the name of VOLKSWAGEN AG using the ooovmian factor of 1:10. so dm each 
share whh a nominal rah® of DMSO is substhwod by ten no-par-vahie chares. Tbe cooversioa of seanfey deposit accounts 
to no- par-value duns will be free of charge to shareholders. 

No action is required on the part of tbe ritarehakierc af tbe company with regatti to the etmvmioa of their stares to 00 - 
par-vatue shares. This applies whether the shares «c held in safe custody via a depositary tank or by the atarebofckr 
himsdf. 



PERSONAL 


to tha botdsra d wa r ra nt* 


Notice 

and fractional dabantaw 
-4 to 


worenta and haldare of 

m,, 

3% US dolor ot m oor Ub lo datss a— stock 1986/8001 
(Minify coda num hsr s 478 719, 788 409), 


O’/.Si DM oo nn or tflj lc dakanta a stock 1888/1098 
fsscwfty cods MB**** 488 310, 736 410), 

BV«% US do8f rpn wr ftT ita d o boo D— c taofc 1088/1908 
Is s cinlty code unban 485 314, 768 410}, 

3% Sorts* franc r o m wo l I M * ddun t u ra stock 1088/3000 
e ntity cod* nuban 485 312, 766 410) 

3% 118 doSsr co nv ar U bla loan Mo ck 1097/2002 
{security eod® numbsrs US928670AA66, ISON XS0072690218} 
and 

1.75% DM oonvartible km stock 1887/3003 
(n s cw lty cods somber 103 600} 

By vinoe of the rcaalnrioa paned 4 the amuiil general meeting on 4th June. 1998 to convert shares with a DM50 noaiiul 
value to no-par-vaiue ihares by a factor of 1 : Ifl, m the event of tbe right (o purctare or convert m redmary stores (3% US 
dtilar convertible debewair sax* I98hf200l. 3% US dollar convertible kno stock and 1.75% DM coovenitde tom Hock) 
or Doo-voiaig preference shares (the other convertible ddxnate socks! is VOLKSWAGEN AG being nercbed tad the 
opti^, {trtce being paid ur the option to convert bang exerdred. tbe issue of dares wfl] in future be based oa ten no-per- 
vsJnr ihares aadfar, to the extad that the issued warrants or ftacriocaJ debenture# erriiJje the hohfcr ® acqoae or convert 
mnmipks of iharea, a cotRapoadiag nmhiplc thereof, instead of on multipics of one ahne witb a mtnmol value of DM50. 
There are m further cha ng e s for tbe hoMen of rights to purebam stocks or options to convert. 

Wbt&twrg. July I99S 

VOLKSWAGEN AKTIENGESELLSCHAFT 

the Btort of MamRanem 


PUBLIC SPEAKING 

Taring and speech wflng ty 
aradwovOgtosatoc. 

Act tenon free. 

■fet (01727891133) 


Nafin Finance Trout II 
U-S. $ 1 29,880,000 
Hearing Hate Noaea doc 1999 
for tbe hnerec IVriod TOcb Jane, 1993 
bo JOth September, 1 998 the Nona trill 
only a Use of Indoor el &23I25H 
per a nnu m. The Coapon Amount 
pec original Ui SIQXOO Note will 
be US. S2.58 parable on JOth 
Scpremheo 1998. 


Bankas Ttaat 


Notice of Interest Rate 
To Holders of 

Republica 

Federariva do Brasil 

Senes A-L IDU Bonds 
Due 2001 

Notice ic hereby girea ihat 
the Bonds will bear interest 
at 6.75 ner cent per 

annum fnV |£e 187 dflY penoJ 

from 1 Jnlr 1998 burnt not 
5 shading 4 January 1999. 
Intern! payable on Lhe 
Bonds on 4 January 1999 
amounts to US$35.06 per 
US$1,000 principal amount 
outstanding, 

MO B GAN GUARANTY TRUST 
COMPANY OF NET YORK 

eiKual4llBUeiutCakehliMAgml 


CAUBartfcMril da Caracas, 
SMCA-SAGA 
ILS.S2D9.KW00 
FtaaBag Rrii Baahdoizm Sarin a-i 
wt Montare re h taporeiwallgBoiiat, 
naict a te nter gww m rtym Wtaff m ad 
hmimsainstattatarXI. 1886 
mBgadaaBeny mbkn* Ms HBSSW* 
pm mmn. MM cdtunud re era LX 
tuna mnosl name ■ UR 0709. karat 
pajnta on SmMaraOL 1888 adumri a 

WMtdMaucHianrttiNdthi 

mtmntaglaradiHrtHbaMtM- 
Batta M >4 acrib US. StUffllH par 
US. SUSO nabal amt ri uhot US. 
S&1BJ08* 

Bilbao 

QOHABE 



Shareholders oj CZPE France 


You have only three 
more trading days 


to tender your shares to 

THE FRIENDLY TAKEOVER BID 

of NOMOS HOLDING S.A. (TYCO International Ltd.) 

OFFER DESCRIPTION: 

• 230 FRF per share 


Up to now, nearly 90% of C/PE 
France’s shares have been acquired 
by NOMOS Holdings A. 

At the expiration of this takeover bid, 
NOMOS Holding S.A. intends to 
proceed with a compulsory minority 
withdrawal for all outstanding shares 
followed by a delisting of C1PE 
France. 

The CIPE France listing has already 
been withdrawn from the forward 
market "JRiglement MensueP * to be 
listed on the spat market “Comptant” 
of die Paris Stock Exchange. 


• Takeover bid to last until July 
3rd, 1998 inclusive 

• For any information, contact: 
33 1 53 57 76 76 


A prospectus submitted to tha Front* Stock Exchange Commteston (COB) Is availafata fn* at 

on request at the abova telephone number. avartaUo ' tree tri chatga. 




The FT am help you reaefa 
additional business renders in 
France. Our link with (he Preach 
busmen newspaper, Les Ecboa. 
gives you a unique resoitmenl 
advertising opportunity to 
caphallsc on die FTs European 

readership and to farther target 

tbe French buataess world. 

For toformaaon ca rates aod 
flutter details plc&se telephone: 
Tbhy Rnden-Croftr cw 
+44 171 S73 4027 



EURO FREIGHT GAR 
FINANCE SA. 

Bum 90,000000 Saks IWS-IOwAl 
SectHcd Hooting Rare Notes doc 2flK> 


Scria 199S-I Qra A2 


Seats 19984 Ch&B 
Rate Notes due 3) 16 


Eon 

Second 

Earn 
Secured 

Interest Rate Class A1 4.59% 

Interest Rate Cfesa A2 4.55% 

Interest Rate Cteas B 5.00% 

Interact Rsrtod June 30, 1998 
September 30, 1988 

Interest Amount due on 
Soptembor 30, 1998 per 

Oaas At Euro 1,055,700.00 

Class A2 Euro 1.544.83333 

Euro 447222.22 

k BaNQUE GiNfcRALE 
Z du Luxembourg 
A gent Bank 




Residential Property Securities 
No3PLC 


£150.000,000 
Class A2 Notes 


£5.000,000 
Class B Notes 


Mortgage Badrad Floating Rate Notes 

due 2025 

k P rovi5lom * Note *> notice 

LSrSS SSI ^ ^ month period 

^L J to _ 2 J h September 1998, the Class A2 
^ as* B Notes will carry an interest rate 
and uif S3S% annum "specthrely. 
PfI £l0a000 Note will be 

bXST QaK “ NOte and aJSSJK fcr 


Greenwich NatWest 
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JAPANESE INVESTMENT BANK ADDS TO COLLECTION OF UK ASSETS 

Nomura in agreed £ 980 m bid for Thorn 


By Sanaa Davies 
Nomura International has 

v 3 ? asreed £980m 
(Sl.ebn) bid for Thom, the 
rental group that owns 
naajo Rentals in the UK. 
Thom wfli be added to the 
Japanese investm ent bank’s 
growing collection of UK 
assets, which include the 
William Hill betting chain 
and the largest independent 
pub portfolio. 

The announcement puts 
an end to almost two years 


COMMENT 


MFi 


of unhappy independence for 
Thom’s rentals business, 
which demerged the EMI 
music business In August 
1996, and has seen Its shares 


Nomura has fully under- 
written the offer of 250p a 
share, which compares with 
the previous Closing price of 
210%P and is a 55 per cent 


collapse after adverse trad- premium to the share price 
ing statements and legal in April, when a bid 


troubles in the US. 

This deal wiH mean that 
the Principal Finance Group 
at- Nomura will have 
invested nearly $i4bn on 
acquisitions since it was set 
up by Guy Bands two-and-a- 
haif years ago.. It now 
employs 14/XXX 


approach was announced. 

Eznma Bardett, retail ana- 
lyst at ABN Amro, said: 
“This is the best news that 
shareholders could have 

hoped for." 

Thorn's largest share- 
holder, fund m wTia CP Tnpn t 


its 19 per cent holding to 
Nomura at the offer price. It 
has agreed to accept the 
offer for Its remaining 
shares, unless a competing 
hid is made at 30Qp or more. 
American investors own 
another 35 per cent 
Analysts said that it was 
possible there could be a 
counter-bid from a fin anc ial 
buyer, but viewed this as 
unlikely. 


mature business with strong 
cashflow and a strong cra- 
dle- to-grave customer base. 
It is a natural for various 
types of refinancing.* 1 
This could include securi- 
tising the business, issuing 
bonds backed by Thorn’s 
rental cashflows. But 
Nomura is expected to 
refloat the UK rentals busi- 
ness on the stock market in 
two to three years time, after 


Richard Golding, director radical restructuring. 


Nomura’s Principal 


group PDFM, has sold half of Finance (htnip. said: "It is a 


Nomura will keep the 
existing management and its 


Coats names insider as clothing chief 


By Arkady Osfrovsky 

Coats Viyella. the textile 
group soon to be split into 
two, yesterday named an 
insider to run its clothing 
business after a seven-month 
search failed to yield a suit- 
able OUtSide 

The group had been 
looking for a chief executive 
for the division since Decem- 
ber, when it issued a profits 
warning and announced 
plans to split Viyella - 
which makes clothes for 
Marks and Spencer and 
Includes the Jaeger, Viyella 
and Dorma bed wear brands 
- from the Coats threads 
and engineering b usines ses. 

Sir David Alliance, chair - 
man, said the company had 
appointed Mike Hartley, the 
former head of the loss- 
making contract clothing 
business, because of his 
“proven management skills 
and relevant industry experi- 
ence". 


Bat most City analysts 
were disappointed by the 
choice. They said the compa- 
ny's failure to attract an out- 
sider reflected its troubled 
state. “Being appointed to 
the company is win* getting a 
hospital pass," one analyst 
said. 

News of Mr Hartley’s 
appointment came as the 
company issued a trading 
statement saying that trad- 
ing for the year to date was 
behind the same period last 
year. 

Coats Viyella blamed the 
strong pound and weak 
demand in the high street 

The shares fell lp to 74p. 

Michael Ost, group chief 
executive, said Mr Hartley 
“did an outstanding job” In 
turning the contract clothing 
division round and added 
that he expected it to move 
into profit by the end of the 
current year. 

Mr Hartley. 49, had five 
years’ of management espe- 



strategy of selling off inter- 
national businesses, focusing 
on the core Radio Rentals 
chain, its direct rental sales 
business DER Direct, and its 
downmarket rental chain. 
Crazy George. 

Thom was built into one 
of Britain's great consumer 
electronics groups by Sir 
Jules Thom, with businesses 
ranging from light bulbs to 
television manufacturing 
and semiconductors. The 
Radio Rentals chain was 
acquired in 1968. 

Safeway 
confirms 
recovery 
on track 

By Robert Wright 


JUM992 B3 94 95 96 9798 


Sir David MUancac appointment mads on ridte and experience 

rience with M&S, Viyella’s Rain, the former chief execu- 
chief customer. M&S is tfva. 

understood to have been Robin Anson, an Indepen- 
partly responsible for last dent textile analyst, said: 
year's departure of Neville “There is a lot to be said far 


Brendan Coa 

appointing an insider. Oper- 
ating Viyella requires speci- 
alised knowledge of the 
industry and good relation- 
ships with retailors." 


US offer values Sun Life of Canada to 
WMI at £1.3bn increase pension charge 


By Virginia Harsh 


Waste Management, the 
largest waste disposal group 
in the US, is offering to buy 
out minority shareholders in 
its UK-based international 
subsidiary at a nearly 40 per 
cent premium. 

The US group, which is in 
the process of merging with 
smaller rival USA Waste, is 
offering 345p a share cash, 
valuing Waste Management 
International at £l.29bn 
($2.i5bn). 

The Chicago-based com- 
pany already holds an 80 per 
cent stake in WMI, which is 
quoted In London. The price 
is a premium of 39 per cent 
over the shares' closing price 

MFI to 
restructure 
with 15% 
cut in jobs 

By Peggy 

MFI, the furniture 
manufacturer and retailer, 
yesterday took radical steps 
to revitalise its flagging UK 
retail business by announc- 
ing it would cut 15 per cant 
of the total workforce and 
almost 60 per cent of prod- 
ucts at a cost to profits of 
£ 20 m ($33m). 'Hie move sig- 
nals a return in the UK to 
the kitchens and bedrooms 
business which fanned the 
core of MFI when it' was 
bought out by management 
in 1987 from Asda. 

it calls into question 
the Homeworks strategy 
implemented by current 
m anag ement three years 
ago. This was aimed at 
broadening the appeal of 
MFI by introducing house- 
hold accessories such as 
sheets and cookware, but 
which has seen operating 
costs spiral. The restructor- 
tag was announced as MFI 
reported a 14 per cent drop 
in annual pretax profits to 
£ 60 - 4m and warned of far- 
ther sharp declines in cur- 
rent trading- 

Derek Hunt, chairman, 
said sales since the end of 
April had been disappoint- 
ii'at about 20 per cent 

lower than laid year. 

MFI shares rose .2%p w 

63 p, fuelled in part by tad 

speculation, according to 
analysts. 

Mr Hunt denied there was 
any pressure for top level 
management change- How- 
ever, analysts said the 
restructuring w® J? *55 
rent managements final 

Hunt said: MFI .was 
closing all Us 106 branch 
warehouses. This would 
release at least lm sd ftof 
Stall space to be sublet The 
£^and the decision *® 

SSSmw 

accessories, would tne 

loss of 1.500 Jobs. 


of 247V»p on Friday. Tester- 
day they rose 64p to 329p. 

Waste Management's 
treatment of the minority 
shareholders contrasts with 
that of Emerson Electric of 
the US which suggested ear- 
lies' this year it might buy 
put m in o ri ty shareholders in 
As tec, its UK subsidiary, 
without paying a premium. 
WMI, whose Independent 
directors were advised by 
KPMG, the accountants, 
made pre-tax profits of 
£129. lm, before exceptional, 
an sales of £L09bn last year. 

One of WMTs math busi- 
nesses is a 50 per cent stake 
in UK Waste, a joint venture 
with Wessex Water, the UK 
water company. 


By Jean Eaglesban 

Sun Life of Canada, the 
mutual Insurer that plans to 
float next year, has admitted 
it expects “significantly to 
increase” provisions for pay- 
ing compensation for pen- 
sions mis-selHng this year. 

--- One analyst said the liabil- 
ity might be as much as 
£900m (jl.Sbn), compared 
with Its payments and provi- 
sions to date of C$416m 
(*283m). The news could 
affect the viability of the 
planned flotation. 

The expected increase con- 
trasts with a statement in its 
report for 1997 that “manage- 
ment does not expect a 
repeat of the provisions 


required In 1997 and profit- 
ability [of the UK operations] 
is expected to return to nor- 
mal levels in 1996". 

Sun Life of Canada said 
yesterday that “the [pen- 
sions review] is moving so 
fast that we have had to 
make amendments [to the 
estimated provisions] since 
the report and accounts 
were produced". 

The rise in provisions 
relates to the second phase 
of the pensions review, cov- 
ering an estimated 1 . 8 m 
cases of potential mls-selhng 
across the industry. 

. Sun Life of Canada refused 
to disclose its revised esti- 
mate of its potential liability 
for mis-seUlng. But it said it 


“could not reconcile” Its esti- 
mate with the £9l6m proj- 
ected cost calculated by 
Cazalet Financial, an inde- 
pendent firm of investment 
analysts. Ned Cazalet of 
Cazalet said the £916m was a 
projection, not a detailed 
estimate. But the final bill 
. “could well be very big. I am 
not saying it threatens the 
financial stability of Sun 
Life of Canaria. But it could 
well be material to the prof- 
itability of the group and 
impact on whether the flota- 
tion is viable, and. if so, 
what price it gets". 

The problem follows Son ( 
Life's admission last Janu- 1 
ary that it understated Uabil- 1 
Hies for 1995 by £124. 4m. j 


Merrill Lynch heads the herd 


Survey emphasises dominance of 
overseas securities finrisin London 


By Clay Hairi* 

Merrill Lynch nearly swept 
the board in Extel’s 1998 sur- 
vey of UK investment -ana- 
lysts, emphasising . the 
Increased dominance of US 
and continental European 
securities bouses in London. 

The US investment bank 
was ranked first for pan-Eu- 
ropean research and for UK 
research, and also had the 
most highly rated sales trad- 
ers and market makers. 

Swiss-owned Warburg Dfl- 
lon Read, which feD to sec- 
ond overall, had the most, 
highly rated programme 
traders. 

Some 118 fund managers 
in the UK and continental 
Europe responsible for 
investments totalling nearly 
£2,OOOhn were polled for the 
survey, the . 25th. Finns’ 


RESULTS 


rankings are based on 
adding saves far Individual 
analyst*. 

Onl y tw o of the top 10 
firms, HSBC Securities and 
Schroder Securities, are UK- 
owned, although the latter 
h«g risen to ninth place in 
only its second year as an 
equities house. • . 

Geoffrey Osmmt, consult- 
ing editor for the survey, 
said: “What you're seeing is 
the so-called bulge bracket 
puffing ahead from the rest 
A lot of it is driven by corpo- 
rate finance aspirations, 
because that's where the big 
fees are." 

rfltariaw Lambert, Merrill's 
head of equity research for 
Europe, Middle East and 
Africa, said: “We surrey, our 
clients regularly to keep 
abreast of what they want” 

Fergus MacLeod was again 


the most highly rated indi- 
vidual analyst far bis oil cov- 
erage at BT Alex, Brown, the 
former Nat West Securities 
now owned by Bankers 
Trust IBs oil team was the 
top ranked in any sector for 
the fifth straight year. 

Votes for analysts wbo 
worked far Union Bank of 
Switzerland, which ranked 
fifth in 1997, were allocated 
to their new firms. Rela- 
tively few joined WDR, 
investment banking subsid- 
iary of the merged UBS and 
Swiss Bank Corporation. 

Ext el also surveyed 

finance directors of the fop 
350 UK companies. They also 
voted Merrill Lynch analysts 
the best by a large margin. 
The finance directors also 
rated fund managers, rank- 
ing Prudential Portfolio 
Managers just ahead of Mer- 
cury Asset Management, 
now owned by Merrill 
Lynch. The finance directors 
said meetings with analysts 


Top pan-European analysts 
1998 ftntoft, 0897 in tractate) 

1 0 Menfl Lynch 

2 p) Waiting Mon feed 

3(4*1 BT Alex. Brown 
A (3) HSBC Securities 

- 5 0 ABU tan 
8 g) Dmdror Habwort Bacon 

7 J Eg} Cr«« Suisse Bra Boston 

8 0 Bottran Saris 

9(12) Srtrafer Securitas 

10(10? Morgan Staotoy Dean water 

i 19ST auraey Inducted boom 
rarveutpaon moot; 
'a>NRWMSacuflfeK*«BZW 
Sounx Extol 

were generally of a higher 
quality than those with fond 
managers, but the latter had 
a better grasp of longer term 
and strategic issues. 

Extel is part of Financial 
Times Information. 

Ranking of Investment 
Analysts, the 1998 25th 
Annual Survey, Financial 
Times Information, tel: +44 
(0) 171 825 843418754. £380 
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Safeway, the food retailer, 
yesterday confirmed its con- 
tinuing recovery from a year 
of problems, reporting 6.4 
per cent growth in sales on a 
Iike-for-Iike basis in the first 
13 weeks of the year to 
March 31 1999. 

However, the better-than- 
expected figures received a 
lukewarm reception from 
retailing analysts, who are 
anxious about the costs 
incurred by the UK’s fourth 
largest food retailer in gain- 
ing the sales. 

David Webster, chairman, 
told yesterday’s annual 
meeting that total sales rose 
by 3.4 per cent, against the 
64 per cent rise at existing 
stores. 

He said: “The progressive 
improvement in Safeway’s 
sales performance, which 
has now been sustained for 
more than six months, con- 
firms that we have success- 
fully tackled the issues we 
faced in the second half of 
last year. 

Many analysts suggested 
the recovery was related to 
the £20m ($33Am) relaunch 
of Safeway’s ABC loyalty 
card. Shoppers who buy 
large quantities from Safe- 
way now receive triple 
points - an effort to Improve 
the low value of average pur- 
chases at Safeway compared 
with other food retailers. 

However, Safeway said the 
improvement had started 
before the ABC relaunch and 
was linked to other improve- 
ments such as better stock 
availability. 

Paul Smiddy, food retail 
analyst at Credit Lyonnais 
La ing. said of the figures: “I 
thought it was slightly bet- 
ter than the market was 
expecting and slightly better 
than the management was 
expecting. “But the issue, as 
ever at Safeway is the costs 
the management are throw- 
ing at the business." 

Most analysts left their 
pre-tax profit forecasts 
unchanged at £375m, the 
level achieved in the year to 
March 1998. 


If MFI's management 

thought they would get some MR 

sympathy for operating their stereixtadrexfetaft»min5E 

furniture business in a tough toduretasad to iteMHrinre price 

market, they were wrong. 225 

Indeed, their long list of mea- m 
sures to revive profit mar- ZFmjr 1 

gins demonstrates that the 175 « J Fp — 

group’s fortune lies in its J 3 L jM I « 

own hands. Like other ven- '““TTrwgfJ 1 In 
dors of furniture and carpets. 125 ray jfl j 

they - unconvincingly - y V 

played down last year’s fillip 100 * 1 - 

to saiw from their custom- 75 iw re 

ere' building society wind- 1 

falls. But the truth is they 50 1 — I — 1 — ' ' •— 
were cushioned, and now Jri 1992 S3 84 95 98 97 88 
they are exposed. Better sum. area unwv 
retailers, such as Allders and 

John Lewis, have shown them up. MFI's plans to cut out 
peripheral product lines, rationalise distribution and cut 
jobs look sensible. It is only a pity it has taken a crisis to 
institute them. Although the canm costs could leave profits 
below £20m this year, the £25m savings ought to ensure a far 
better return on £800m sales tram next year. The group’s 
weedy market value of £375m should shout recovery poten- 
tial. But MFI's patchy record invites caution. 

Tliom 

Thorn’s sale to Nomura International is the climax to a 
short and sweet salvage operation. The 250p-a-share price is 
about 80 per cent above last autumn’s low, but still well 
short of the 40Qp-p!us at which it demerged from EMI two 
years ago. Steven Marshall, promoted to chief executive in 
February, has done a classic break-up job. The biggest coup 
was securing the sale of the litigation-ridden US business for 
nearly £550m. At one times sales and nine times operating 
profits, this was much better than expected. This deal is now 
handed on to Nomura, which is paying nearly £l3bn for the 
whole, including £i90m debt 

This means the less problematic parts of the business 
have been sold for less than so per cent of sales. Thorn's 
sorry post-demerger history seems to have led the biggest 
shareholder, PDFM, to plump for the certainty 0 / a respect- 
able exit Assuming Nomura sells on other non-UK busi- 
nesses. it will be left with a revamped core that made £47m 
operating profits last year on £450m sales. 

The Thorn/EMI demerger has been a useful, if painful, 
antidote to the idea that demergers must be a good thing . 
Thom may have been properly refocused, but EMI share- 
holders are still forlornly waiting for a bid to crystallise its 
value. 

Investors take 
to indulging in 
cherry-picking 


By George Graham 


Lex, Page 20 


Some of Europe's largest 
financial institutions have 
backed a new venture capi- 
tal fund that aims to turn 
the traditional structures of 
the financial services indus- 
try upside down. 

Catalyst, a fund manage- 
ment company formed by 
Rod Schwartz and Jussi 
Laurimaa, bas raised £23m 
f$38m) from investors includ- 
ing Netherlands-based ING 
and Winterthur, the Swiss 
insurance company, to 
invest in entrepreneurial 
companies set up to cherry- 
pick profitable business seg- 
ments from old-established 
banks and insurers. 

Other investors Include 
Kempen, the Dutch invest- 
ment bank. Legg Mason, a 
US broker, and the city of 
Rotterdam. Core Investors 
will have access to Catalyst’s 
research, and may invest 
alongside the fund’s own rel- 
atively modest resources. 


They aim to invest in direct 
competitors to the tradi- 
tional banks and insurers — 
companies hoping to emu- 
late Direct Line, owned by 
Royal Bank of Scotland, that 
sells policies over the tele- 
phone - and in what they 
call “weapons manufactur- 
ers". These might include 
developers of banking soft- 
ware or specialists offering 
outsourced data-processing 
for traditional institutions. 

Mr Schwartz, a former top- 
rated banking analyst on 
both sides of the Atlantic, 
said the fund had already 
received more than 75 unso- 
licited proposals from entre- 
preneurs seeking backing for 
their busin ess projects. 

Many of the large gener- 
alist venture capital funds 
will not even consider finan- 
cial services investments. 

Mr Schwartz, former head 
of European equities at Leh- 
man Brothers, later became 
head of financial institutions 
banking at Paribas. 


CONTRACTS & TENDERS 


STATE AGENCY FOR DEPOSIT 
INSURANCE AND BANK REHABILITATION 
10000 Zagreb, JuriSiceva 1, Republic of Croatia 
INVITATION FOR INTERNATIONAL TENDER FOR 
PURCHASE OF EQUITY IN H.B.I.d.oo. 

(HOTEL ‘SHERATON” Zagreb) 

Selling object 

Equity in H.B.I. d. 0 . 0 . (H.BX Ltd) amounting 49.95% of total capital value of 
company, registered in the book of equity HJ3X d. 0 . 0 . and in the Gxnraercial Court 
in Zagreb with all belonging rights and liabilities deriving from that equity in 
accordance with the Company Law of Republic of Croatia and Articles of 
association of HJ3.1. d. 0 . 0 . 

The remaining two shareholders in H.BJ. d. 0 . 0 . retain 50.05% of total equity capital 
value. 

Information about the HJB.I. Company 

HJB.I. d. 0 . 0 . is a legal person with limited liability registered ai Commercial Coun in 
Zagreb MBS: (registered number) 080026217 and with iota] nominal value of capital 
of HRK 453^19,700.00 (DM 129.174,000.00). 

Tbe company is domiciled in Zagreb, Ulica Kenza Borne 2, Croatia. The company 
owns the Hotel Sheraton Zagreb without encumbrances in favour of a third party. 

The H.BJ. d. 0 . 0 . has liabilities relating to the third parties amounting HRK 
77,000,000.00 (DEM 22,000,000.00). 

Loss for 1997 business year is 10.673,129.00 HRK (DM 3,037,000.00). 

Offer 

All offers must be accompanied by: 

• information about a prospective buyer and if the prospective buyer is legal person, 
also by a document from the Court or Company register 

• a price including a payment conditions 

• other advantages of a prospective buyer 

A deadline for submitting the offers is 30 days after this announcement has been 
published. Tenders should be delivered in closed envelope with remark 
“Tender documentation for H.B.I. d. 0 . 0 . - do not open", to the address of the State 
Agency for Deposit Insurance and Bank Rehabilitation, Juri&iceva 1,10 000 Zagreb. 
Croatia. 

Tenders received after this deadline shall not be taken into consideration. Participants 
will be informed about the results within 60 days after the advertisement has been 
completed. 

The Agency is not obliged to accept any received tender. 
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COMMODITIES & AGRICULTURE 


GOLD FALLIN G RUP EE LIFTS DEMAND 

Pakistani 
prices up 11% 
in two months 


Asian demand for commodities ‘to fall’ 


By Gary Mead 


By Fartoan Bokbarl fa Karachi 

Gold prices in Pakistan have 
risen almost 11 per cent dur- 
ing the past two months, tn 
another sign of growing tur- 
bulence across the country's 
financial markets. 

Hie price of 10 grammes of 
gold reached R&5.000 
($108.69) yesterday, up from 
Rjs 4,608 a month ago and 
R-S4.500 two months ago. 

Yesterday’s rise of almost 
4 per cent - the sharpest 
one-day rise so far - has 
added lo speculation that 


when orders for bridal 
dresses are placed along 
with orders for jewellery. 

Unlike western tradition, 
bridal wedding attire across 
south Asia Includes jewel- 
lery worn on the forehead, 
heavy ear-rings and neck- 
laces, gold bangles, anklets 
and occasionally toe rings. 

In Pakistan's rural areas, 
farming families also prefer 
to buy jewellery in the win- 
ter season, when they have 
extra cash after the rice and 
cotton harvests. 

“This year, the reasons are 


gold is increasingly being different. There’s fear over 
used by investors to hedge the economy and it is gener- 


against the instability of the 
rupee. The currency was 
devalued by 4.2 per cent at 
the weekend. 

Market analysts said the 
rise in prices was largely the 
result of the volatile eco- 
nomic conditions, driven not 
only by uncertainty over the 
rupee but also worries that 
Pakistan might not be able 
to meet Its external debt 


ally known that gold will 
only become expensive in 
tune.” said Mr M uhamma d. 
“The clash between the 
rupee and gold due to uncer- 
tain market conditions will 
keep on driving gold 
upwards”. 

Other gold traders said the 
escalating gold price did not 
necessarily suggest a sudden 
surge in the quantity of the 


Turmoil in Asian economies 
will have a marked impact 
on the world markets for 
important commodities this 
year and next, the UN’s Food 
and Agriculture Organisa- 
tion says. 

Id its latest annual 
review* of commodity mar- 
kets, the FAO identifies 
reduced imports and 
increased exports from the 
region as big factors affect- 
ing global demand and com- 
petitiveness. 

The organisation says eco- 
nomic problems in Indon- 
esia. Japan. Korea. Malaysia 
and Thailand will affect agri- 
cultural commodities in 
three ways: 

• A sharp contraction of 
incomes across the region 
will cut import demand: 

• currency depreciation and 
the greater availability of 
exportable supplies will fuel 
increased export competi- 
tiveness; 

• reduced incomes in other 
regions closely linked to 
Asian economies will cut 
worldwide demand for agri- 
cultural commodities. 
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Wheat and rice Imports 
are unlikely to shrink 
because they are staple foods 
but the FAO expects imports 
of coarse grains by the 
affected Asian nations to be 
less Than 2m -3m tonnes. 

Livestock products will 
also be bit hard by failing 
demand and meat prices are 
likely to drop this year. 

Demand for oilseeds, oil 
cakes and meals, all impor- 
tant feedstuffs for the meat 
sector, is also likely to fall, 


Mfr& Sugar • Res Booh .':*T!“:Te 




as herd sizes contract and 
hard-pressed Asian econo- 
mies buy cheaper soyabean 
m eal from within the region, 
including China and India. 

Opportunities for greater 
competitiveness in the 
export of coffee from Asia - 
another unexpected result of 
local currency depreciation 
- may turn out to be a chi- 
mera as demand for coffee 
contracts in Japan and har- 
vests axe severely curtailed 
as a consequence of drought 


Indonesia's 1997^98 harvest is 
reported to be 30 per cent 
lower than first forecast 
However, there is good 
news for Asian exporters of 
tropical fruit The FAO says 
collapsed freight rates to 
Europe from Asia, which 
have fallen by 20 per cent 
this year, have given a sig- 
nificant boost to the region’s 
competitiveness, and could 
help it win market share 
from African and Latin 
American exporters. 


Doeuto Bananas 


Lower demand for clothing 
as incomes shrink is likely 
to mean decreased Asian 
demand for cotton; the 
region normally accounts for 
25 per cent of world imports. 
Natural rubber will also be 
affected, through reduced 
demand For motor vehicles 
»nri a probable short-term 
increase in the supply of 
rural labour, leading to 
increased production. 
*Commodity Market Reriew 
199798. FAO. Rome. 


US warning to Iraq lifts crude oil 


repayments in coming metal being traded, although 


weeks. 

The country is struggling 
under the weight of western 
sanctions which were 
imposed after Islamabad car- 
ried out nuclear tests in 
May. 

Gold traders also warn 
that gold prices could be hit 
by the new general sales tax 
(GST), which is being intro- 
duced at jewellery stores 
from today. 

“The GST would only 
encourage gold businesses to 
smuggle gold rather, than 
pay the tax. and mak e its 
price more expensive for 
buyers." said Jan Muham- 
mad, a gold trader at ARY 
Gold in Dubai. 

Gold prices are usually 
stable at this time of year, 
with demand growing from 
September ahead of the peak 
wedding season in December 
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it pointed to Increasing 
uncertainty in the market 

Pakistan is estimated to 
receive about 25 tonnes of 
gold a year through legal 
imports, though another 50 
tonnes a year is thought to 
be smuggled into the coun- 
try. 

According to Farooq 
Qureshi, general secretary of 
the Karachi jewellery stores 
association: “It's not that 
there is a great big rush of 
buyers, because most Pakis- 
tanis cannot afford to stock 
up gold. It's just that every 
time tbe dollar moves up 
against the rupee, gold 
moves up automatically.” 

Some analysts said that, 
with demand for dollars 
growing every day. buyers 
who could not find the US 
currency on the market were 
buying gold instead. 


MAMETS REPORT 
By Robert Connie, Kenneth 
Gooding and Paid Sotanan 

Crude oil prices jumped 
yesterday alter a US aircraft 
fired a missile at an Iraqi 
radar site that was said to 
have ~ locked on " to allied 
aircraft patrolling the 
southern no-fly zone. 

Brent Blend for August 
delivery hit an intraday high 
of $13.65 a barrel, 46 cents up 
on its Monday close, on news 
of the incident 

However, it later settled 
back to about $13.41 a barrel 
in late trading on London's 
International Petroleum 
Exchange. 

The incident brought Iraq 
back into focus as an issue 
for crude oil markets, which 
in recent weeks have been 


. 1 y ■ 


obsessed with global stock 
levels and inventories. 

The latest US inventory 
data are expected to offer 
some short-term direction to 
the markets this week. But 
Adrian Lajous. the head of 
Pemex. Mexico’s state oil 
monopoly, yesterday pre- 
dicted that stocks would 
only begin to fall - and 
crude prices rise - when 
demand stabilised and the 
latest production cuts by the 
Organisation of Petroleum 
Exporting Countries were 
implemented. 

Cocoa prices rose on the 
London International Finan- 
cial Futures Exchange, 
recovering a little ground 
from the 10-month low 
reached on Monday. 

Dealers said fund selling 
prevented the market from 
maintaining its rally, but 


they expected the price to 
strengthen further today. 

Volume for the September 
contract was heavy at 1L530 
lots and it closed at £1,048 a 
tonne, up £8 on the day. 

Sugar fell in the wake of 
Russia's announcement that 
It would Impose an impart 
lax an raw sugar from today. 
The October contract fin- 
ished $5.50 lower at $25L30 a 

tonne. 

On the London Metal 
Exchange, copper rose after 
a report that China might 
cut its output of the metal in 
the second half of this year. 
The rise was short lived, 
however, and three-month 
copper closed at $1,636 a 
tonne, down $2. 

“Even if it does happen, 
China could devalue and 
cause a rush of exports," one 
trader pointed out 


Analysts are beginning to 
stress that the copper mar- 
ket Is not moving into the 
big supply surplus that was 
predicted at the start of 1998. 

In May. the Intomutiniial 
Wrought Copper Council 
revised its forecast of this 
year's supply surplus from 
970,000 to 400,000 tonnes. 
Last week, the International 
Copper study group forecast 
a 120,000 tonnes surplus far 
this year and cme of 311,000 
tonnes for 1999. 

Ted Arnold, a first 
vice-president at Merrill 
Lynch, suggested fiat stron- 
ger than expected demand in 
North America and Europe 
caught analysts off guard, 
while Asia “has not been as 
grim as most observers were 
expecting”. 

In Merrill's Commodity 
Market Trends. Mr Arnold 
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said it was unlikely copper 
would trade below $1,600 a 
tonne for very long and that 
the top end of its trading 
range, possibly to be seen in 
the fourth quarter of 1999. 
would probably be $1,820. 


Peruvian 
company 
to join 
gold index 

By Kenneth Gooding, 

Mating Corespondent 

Compani'"* de Minas 
Buenaventura of Peru is to 
be the first South American 
group in the FTSE Gold 

Mines Index. The index com- 
mittee decided yesterday 
that Buenaventura would 
join on August 3 and the 
name of the regional section 
of the index should be 
changed from North Amer- 
ica to the Americas. 

Buenaventura’s prime 
asset is 43.6 per cent of Van- 
acocba. South America’s big- 
gest gold mine, scheduled to 
produce i-2m troy ounces 
this year. Last month. Buen- 
aventura and its joint ven- 
ture partner, Newmont of 
tbe US. with 5L3 per cent, 
won a three-year court battle 
with Normandy Mining of 
Australia over ownership of 
Yanacocha. 

Yanacocha produced lm 
ounces of gold last year, at a 
cash cast of $107 an ounce 
and total costs or about $160. 
Its reserves rose from 6m 
ounces at the beginning of 
1997 to Z4m and resources 
were maintained at 5.5m 
ounces. 

Buenaventura was set up 
In 1953 by Alberto Bena- 
vides. whose family still has 
the largest shareholding. It 
has nine producing min es in 
Peru, with four including 
Yanacocha. gold producers. 

At present Yanacocha. 
located above tbe tree line in 
the Andes near tbe town of 
Cajamarca. is in reality 
three separate mines but 
eventually they will be 
joined together as one big 
pit. Output is likely to be 
held at the present level for 
some years. 

As well as the gold mines, 
Buenaventura has five silver 
mines, all of which produce " 
some base metals. Tbe big- 
gest silver producer is 
Uchucchacua. which Is being 
expanded and is projected to 
produce 6m ounces next 
year. 
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■ USE AM OfUM US rate: 16B49 

LME CtaetoQ BIS rate: 1667S 

Spot 16B973SIS l£6136nrite L6S409a$tt 16457 


■ HffiH 0RADE COPPER (COMO) 





Sett 

OXft 




fa* 

JM 

Aug 


price 

ctaga 

Mgt 

lam 

IM 

M 

fa 

JM 

7335 

+065 

7460 

73 00 

7.003 

7689 

DCt 

tag 

7170 

+025 

74 ED 

7166 

267 

2512 

Nn 

Sap 

7360 

+020 

75 00 

7380 

fi.we 

21874 

DM 

Oct 

74.05 

+0.15 

7465 

74-35 

13 

1.07D 

Total 

Nav 

7465 

+015 

74 00 

74.90 

11 

1616 


Doe 

74 45 

+005 

7540 

74.40 

SOB 

13612 

■ M 

TMM 





10B71 i 

63.779 



PRECIOUS METALS 

■ UWOH DOUIOli MARKET 

GoUfTroy Hi S prte £ eqnv St eqw 
Qose 29740-2073) 

OuoUlQ 29660-29530 

Ifcrtng lb 295-75 177.628 451019 

Afternoon ft* 290) 177.798 449 793 

Day s Hgh CTjU-mOO 

Day's DM 295 50-29580 

PmtaedWB mtMUta 

Lace Uh Mean Add LawSflfl Rater (Vs IBS 

1 Hanoi 4.43 6 manta 3.82 

2 awntflB 4.32 12 mirths — . — .360 

3 martin 4-23 

Star fl* pfew ol US eta eauv. 

Spy 322.10 53S.75 

Slier Laaritoe Ratal 

1 north — 380 6 months — 225 

2 dome - —-275 12 mas 200 

3 mnrtns - —..-2.50 

ggU en frf S pm £ BHi. 

Knjnenaad 296-299 177-179 

Um farsakn 69-73 41-43 


TMM 48673477,601 

■ nwoeaLfEptertao 

9pm Bar's Open 

price charge fa Lm W H 

Aag 1240 +CL2T 1265 1337 20.742 72626 

Stp 1194 +0.19 1414 1363 10534 41 XM 

0M 1437 +0.16 1441 13.45 3624 21,150 

«fn 14.51 +0.14 14.64 14 46 984 11206 

Dec 14.7B +0.16 14.83 1465 3.240 35.168 

JM 14.99 -0.14 1510 1456 250 17.797 

Total eta ora 

■ HEATMB OIL tffMEX 142000 US grit;; C/U5 gfcj 

Utatf Dayta Opaq 

Price «oar fa IK «l H 

■tot 3595 +040 3960 3885 13539 10020 

Aug 3365 +031 4060 39.45 I28Z3 52.668 

Sep 4005 -0,31 4150 4575 4.590 24.459 

Oet 42.40 *0.41 4265 4235 1683 17.152 

tar 44.00 +0i6 4410 4178 223914.352 
Dee 4563 +04) 4560 4515 1.106 25.120 

Tfari 30619200652 

■ 6ASOB.re»WnMl 

San Bay's Opes 

Prt« change Mr lorn tort tat 

JM 11150 +260 11965 116.75 9696 35654 

Aag 12100 +160 12360 12125 6690 26668 

fa# 12760 +1.75 127.75 126.25 1,764 14633 

Oct 13160 -1 75 131.50 13060 874 16.474 

fa* 134-25 +1.75 13425 13125 743 10.777 

DM 13760 +1 76 138.00 13650 1278 38656 

TMM WM7 X554 

■ BATUMI. 6AS K (1600 IBic; pace pa OBH) 

Aug 9290 +0020 - B75 

SEp 9620 +4 (SO - >650 

TOM 155 I0SS 

■ WTWAlflASimBd06(»aai^g)gniBau 

fatert Days Open 

Pfc* change KfeA fair veri tw 
Aag 2.455 +0668 1475 2380 13628 43692 

Sfa 2.470+0.061 2.400 2.401 1543 24619 

0d 2.480 +0 051 2.495 2. CO 2.099 25.033 

tat 2.835 +0.046 1640 2585 417 16652 

OK 2.7®+a02S 2780 2755 40Z ZlJJTT 

Jan 2815+0029 283 2.790 849 20.734 

T «W 236382*8,981 

M MliAOED CASQUE 

MWB (42000 US fffe:aU5B*».) 

famt Bar** Opan 

pitas daar BIT fam tori tat 

JM 4660 +658 47.10 4660 20288 13635 

** 476(7 +053 4365 47 00 14514 43.121 

Sop 4315 +053 4680 47.S5 3 656 23,766 

OM 47.85 +033 47.75 4740 838 3060 

*» 4780 +028 4300 4770 46 3628 

DM 4820 +0.38 4355 4825 223 5.412 

T«U 30024101,20b 


Mar 7325 -025 48 

(toy 77.75 -025 21 

Ttatal 5 1629 

■ S0YA8EAMS C81 fiODObe met goWSOto taaM) 

JM 64060 +2125 64360 61300 162*8 16.702 

Aag 63200 +1725 634.50 80325 13098 32782 

Sep 82225 +1200 82420 BQ025 3257 11454 

MM 81375 +10.75 61300 53300 41.948 71697 

Jan 624 50 +1375 82300 81300 724 7617 

Mer 631.50 +1160 63120 61350 1657 4638 

Total 77680 151,06 

■ S0YAKAM 03 CBT (BOjXtote onMl) 


■ COPFg V esa (17600ta owt»toa} 

JM 11125 -165 11200 11060 135 796 

fap 11020 -160 111.75 10375 3670 19657 

Dm 11165 -160 11325 11160 <57 8,781 

Mar 11105 -165 11300 11105 265 3,184 

May 11465 -1 95 11375 114.75 28 1650 

JM 11575 -2.75 11760 11325 15 924 

Total 1676 3U44 

■ CWaoCOlUSceibtmM 


■ im HOBS CME (4Q.OOOBB; caMtafat 

JM 57650-2.000 59600 57650 1.771 

Aag 53925-1.700 53400 54625 1485 

OM 49675-1.150 50500 43300 938 

OM 48650-1650 50600 <3750 569 

Hb 50600-2400 52050 50400 119 

a r 50jno-2j)00 suno somo 63 

TMM 8679 

■ PtffUC laiMS CME (4060ltte; ccoWtoM 

JM 60625+0725 80600 58200 998 

fag 57.125+0600 57650 54.750 891 

R* 51600 -2300 52650 51600 22 

TMM 16» 


LONDON TRADED OPTIONS 

Strike price S tooae — QM»— — P 



CROSSWORD 

No.9J22 Set by C ENEPHI L E 


(937%) LME 

Hto 

nft 

rvta 


fag No? Aug 


fa 

2126 

+0.37 

2562 

2485 14601 14685 

AU0 

2149 

+037 

2172 

3110 16.176 37810 

Sap 

S64 

+043 

2188 

25.45 

4690 22804 

Oet 

2193 

+068 

26.03 

y;m 

1603 11.413 

Dm 

2107 

+0.40 

2625 

25.63 

9839 33662 

Jaa 

2115 

+065 

2662 

26.10 

52 3.749 

Total 





40211 131631 

■ SOTAKA/I MEAL CBT (100 torts 

fa 

168.7 

+88 

169.0 

1590 11^66 16,186 

Apg 

1686 

+7J 

1678 

1500 11.122 28883 

Sfa 

186.1 

+82 

1665 

1500 

3531 1BD52 

Oct 

165.1 

+11 

1650 

1500 

574 13863 

DM 

1662 

+4A 

166.5 

159.5 

9.371 42610 

J» 

167.1 

+46 

168.0 

162.0 

132 1282 

Totrt 





304® U0472 


Carp. daBy 9764 9960 

15 day pierage 10251 10107 

■ M8UE sasftfl LffFE SO ign« ytenw) 

fag 255.7 -46 2994 2946 1628 12610 

0M 251.1 -5.7 256.4 2500 12S 17646 

DM 250.7 -56 2554 2514 312 1861 

Mar 256.1 -56 2535 2546 301 5482 

May 257.1 -56 2576 2538 63 8SZ 

Aag 3SSS -34 2876 2616 - 7436 

TOM 1283 41682 

■ SD0AR *1V CSCE (HZODOtoc; ceotobM 


5 38^4 

rva 

nfe 

Pie*. My 


■ aVHXLJFTE 

Sap 

far 

Sap 

far 

1600 _ . 

64 

97 

64 

96 

1650 

45 

79 

so 

128 

J7P0 _ „ 

3? 

65 

132 

IB* 

■ COCOA LITE 

SBP 

Oat 

Sfa 

Dae 

1050 

27 

70 

34 

49 

1075 

19 

58 

51 

62 

1100 

13 

« 

70 

70 

■ BRfarcmOEPE 

Aug 

Sep 

Aog 

Sap 


346 -028 
868 -046 
303 -069 
9.10 -0.45 


30011603 10638 
35029679 93273 
398 7608 34616 
945 457 5JS8 


1300 

1350 

1400 


M WTATOES UFFE go toonee. E per tonne) 
He* 600 

Mar 110.0 - - - - 

Apr 1604 +20 1G0.Q 1564 76 

May 1700 +20 

Joa 1900 +20 

TMM 78 

M FBBGHT (BBTEX) UFFE gTOInfat pang 

JM 071+1 - - 38 

fa 795 -20 815 795 39 


JM 315 -043 322 314 220 4651 

DM 320 -041 325 320 108 5634 

TMM 4H8B1M678 

MC0TTD3 MCE go, POCte; cantata) 

JM 8160 -0.10 8160 0060 1S7 1648 

OM 7309 +025 7340 7327 1.100 7621 

Dm 7784 - 7760 7330 0431 50631 

Mar 7369 - 7340 75.70 760 11627 

May 730 +T.J0 7350 75.75 378 607 

TOM 8691 07270 

MQRAfKE JURE BTCE (15JJX1R CPMbg 


LONDON SPOT MARKETS 


DM 

915 

-5 925 925 

15 

430 

JM 

10165 

+085 10460 10360 2,041 2666 

Jm 

975 

-5 

_ 

237 

Sap 

107.70 

- 10065 10760 1682 14800 

A(e 

TMM 

BF1 

1010 

QOM 

» 

-5 

Pres 

064 

91 

100 

1,715 

fav 

JM 

Mar 

May 

TMM 

11060 

11155 

11030 

11005 

-0.05 11160 11080 137 4816 

-060 11480 11480 15 2660 

-065 11765 11050 2 1642 

-060 11965 11025 1 883 

3657 20388 


PULP AND PAPER 

■ R3FEX IMX (US; 24 WMy *nt) 



SMI 

faf» 


fare 


prtM Moom *9* Ires 

PM 

tat 

Sfa 

47000 

-060 480.00 47580 

85 

690 

DM 

50160 

+1.00 502.50 497 00 

43 

230 

Total 



128 

983 

WT0R65«rA 





AT tans MB sappted by OS 


Tea from to Tea Brakes' fasoctarion 
London; There was salecthra demand tar 
the 10,634 packages offered. Among 
landed teas, brighter honoring Burundi? 
and Ceyfenra acKd weff. 7hera woe fair 
demand for olfsriore teas. Pries kidtoaOons 
to pence per tag (prerious sMe to bradwtafc 
best available l9Sp (I99p). good I50p 
()50pJ. good mpdium I25p (I3fa), mafcm 
98p (Il5pj. to** madum aOp (BBp). Mghest 
pries paid was igfip lor a Oeyton BOP. 

• Thte wseta’B sMe was to last London 
Tea Auction, in Mm, to FT w8l prtoi 
prices from the Mcanbtsa auction. 


V0UBE DATA 

OpM tatoras bM Vttagn data Am tr cortaacta 
kaded an cad KtVEX, CBT. NICE. WE. CSCE 
and R Cnta a n cm dqr to anoan. Wane 6 
Open tobmt totata ara tor al traded nonta 


INDICES f 

■ B Mlai (Box: 18fa31 o 100) 


JM 30 

fan a ■ 


imm 

1550.1 

15032 

t»T .0 

19 SS .9 

■ cm Pafertt 1967 = 

ioq 


JM 29 

Jm S MtaBi ana 

jMrago 

21323 

214.74 

- 


■ GSafaMtBtael^D-IOn 


Jm 29 

Jm 28 taertOl ago 

1 

! 

15427 

15564 

15027 

184.17 

UK Kurafatt snes Dm 

■M 


Ataarinfai 

-6625 

ta 

530100 

Atontatoa Mby 

+109 

to 

SOB) 

twm 

-475 

to 

2407 W 

Leari 

-75 

to 

104836 

Hdsri 

-64 

to 

89874 

Zka 

-2675 

to 

307800 

7 k 

+100 

ta 

MOO 


■ CROK n. P0B (par tan® 

rtf- 

EMM 

S 118 B- 1 jat 

+9215 

BreM Bind jda M 

01160-1.04 

+924 

Brent Stand |Au0 

SI 380-364 

+919 

W.TX 

0I428-462Z 

+922 

■ 00. products MHEyaaoM Maay OF (fere® 

nanton SmuDm 

$160-182 

+3 

On 01 

$117-118 

+2 

Kaay FuM 01 

$83-05 


MpMta 

$119-120 


JMtari 

$127-13 

*1 

nut 

ST1S-I2D 


m 0ATOBAL BAS rwcatoenM 


Baton UbQ 

0A546S 

+983 

KSltaM ApK TM lotobs (PT7TJ 339 8TtJg 


■ oraa 



Solfl &or troy cb5* 

$257.® 

+360 

Store 9w toy ra)$ 

53050c 

+080 

rataum taorfayd 

$35765 

+025 

fatadtan (par Wy oz .1 

$29780 

+180 

Oappar 

798C 


Lad (US pro!} 

458DC 


Tn (Kioto LiHpHl 

Z367T 


Tin (Nm Ybrig 

2705 

-&5 

cantafaBwofaiq 

9166p 

+919- 

Sratp An MM 

118670 

■9.12- 

Pigs fan nltttt 

6388 

-280* 

Uia ifa aqgr Iran) 

$2)260 


Lon. faiaW 

$26460 


Barter Eng. Full) 

(tag 


■tabs (US IU3 Tefaa) 

£10900 


WtoM (US Da* fall* 

im 


MtaritattV 

4125p 


RBfaorUBgtf 

4565p 


ftttre (XL restart) 

27050m 

+100 

faeontf a P4§ 

6458y 

-58 

MBMWto7.)§ 

50580 


Copra (PW§ 

$40Q8y 


Coitaarej W 

ITttOy 


Cetton OratariCA' Mb 

7940 

+4L3D 

WxKops (Bta Sopart 

32Sp 

-8 



B has the same meaning throughout 


£i W ttaMe MM p pMHfa C o*m i tag# 

fa wta fa fa caorip y jmm. i fat VUeow wgaal | a 
■"fa 3 Mm area one * ttoa* ta art isbM m 
IMttridifaaM. 


ACROSS 

1 B man on call round the 
Caribbean (6) 

4 B no longer put on in court 
C8) 

10 Bs makes complaints about 
hospital (7) 

11 B for books (7) 

12 B to try and sell (4) 

13 B's little line on letter a 
little way round a pole (5J) 

15 B the magician (6) 

16 Future B when the revolu- 
tion comes to Chinese- 
A m er ican food (3,4) 

20 Bis yellow (7) 

21 B. a male beast, left off 
repeatedly ($) 

24 B not far from the rive-, a 
back number (5.5) 

26 B of the St Lawrence (4) 

28 B's fete reversed in some 
orange. ...0) 

29 ....flags for B (7) 

30 B not singing even at 
death? (4v4) 

31 B’s business (6) 


down 

1 EMQH, where 1 come from 
(4,4) 

2 Stare founder planing value 
on sheep's clothing (9) 

3 B’s borne at his hundredth 
year? (4) 

5 Bs’ plan is In bother with 
Great Western leaders (8) 


6 Sort of tree, of course, in 
development tioi 

7 Companion vessel to hold 
milk (5) 

8 Garment from shop on cho- 
rus girl (6) 

9 The American Lady, an old 
master (51 

14 Tell stories - of cricket? 
(5.5) 

*7 One little boy in descent 
a dissolute person (9) 

18 Periods of ten years in EEC 
and otherwise (8) 

19 RUC man’s tbe standard 
article, inside and out (8) 

22 Doing well? Tell (6) 

23 B in one’s spare time (5) 

25 Returning, for example, to 
B: do you follow me? (32) 

27 Social worker one is 
opposed to (4) 

Solution 9.731 


aannas maiaGiaociH 
n d b □ 
gnaasa annoQOEn 
go a o s s b b 
naannnag ehjqbqq 

n □ 0 B Q D G3 □ 
aaaa tflBQnmaB 
a 0 0 0 0 0 
_ Bananas ehbb 
n B H GJ □ n □ 0 
oanaois qbbhbdbe 
ga □ a q q b n 
gBBoanaa hhhqbb 
an a a a e q 
□B nnanan bbdbbb 


i -'-- -f.- 


t- _ 


&llyw\£c!> 
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EURO PRICES 
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^Weaker dollar hits Europe 


CURRENCIES & MONEY 


FT SYNTHETIC EURO RATES 


JJJJNHp Coggan, 

Markets Editor 

Europe’s stock markete 
mostly retreated from Mon- 
daj S all-time higfas yester- 
day as a weaker dollar and 
subdued opening in New 
York depressed sentiment 
A strong performance by 
the Tokyo market, which 
gamed more than 3 per cent, 
felled to give Europe much 
heart with traders seemingly 
paying more attention to 
Wall Street's inability to 
close above the 9,000 level on 
: -Monday. 

The FTSE Eurotop ioo 

.^gptpp 300 EmrtWoo 

Me* - ‘-x. 


index dropped 2257 points, 
or 0.8 per cent, to 2^90.83 
while the broader Eurotop 
300 index slipped 8.42 to 
UM8.09. The FTSE Ebloc 100 
index, comprising stnrirs in 
ponntries which plan to be 
in the first wave of monetary 
union, fell 855 to 1.043.17. 

As European equity mar- 
kets looked back on a highly 
profitable first half; heads of 
state, finance mini«fr»ra and 
bank governors gathered in 
Frankfurt to celebrate the 
launch of the European Cen- 
tral Bank. 

The Goldman Sachs Euro- 
pean team paints out; “Over 
the past six months, there 
have been strong upward 


revisions to continental 
European earnings esti- 


“This has been largely due 
to a steady reappraisal of 
domestic growth prospects 
for continental Europe 
which have outweighed the 
negative impacts of slower 
Asian growth. 

"We fed that continental 
Europe is likely to see (far- 
ther upgrades (albeit at a 
slower pace) due to the 
strong probability of a far- 
ther domestic growth sur- 
prise in Europe,” added 

Goldman. 

Diversified industrial 
group Veba fen Ecu 55 to 
Ecu 60.X as chief executive 


Ulrich Bannaaa said it 
would he very difficult for 
the company to meet its 10 
per cent profit growth tar- 
gets in 1998 and 1989. That 
dragged the diversified sec- 
tor down 35 pc cent, mak- 
ing it Europe's worst per- 
former on the day. 

The leisure sector fen 15 
per cent, with French hotels 
group Accor dropping Ecu 

65 to ECU 256.07. 

The attack by a US air- 
craft on a radar 
in Iraq caused a brief flurry 
In the afl price but left oil 
stocks little moved on the 
day. P et miU ui. the Wwiginn 
oil group, gained Ecu 75 to 
Ecu 37454. 


FTSE Actuaries Share Indices European series 





Jam 30 

tfeSarai A ftagfcnri 
mnstt 

FTSE&mapaoo 
FUSE Guntap too 
Fiamnc-ioo 

FTSEMf »1 

Bnfite 

IK 

Empe Bc-Emtdoc 
B«|>WK 
FTSE Onto torinft 


124MB -087 -8.42 220 

289083 -077 -2287 220 

1043.17 -081 -055 127 


tf ad DMntl 

m BBS 

1008 12779S 

24.12 lOZOSS 
1121 105497 


2* 30 

Qnseey 

am, 

Onp 

Orage 

Bnoe 

mm 


cm 

tod pen 

en trr 

ms to* 

at aeek 

ra* % 

BM 

ATS 

14073200 

♦doon 

+092 

*40024 

*402 


■ BEF 

41236606 

-00131 

-003 

•40199 

-095 

Craft RtoMc 

cat 

36.168343 

-05143 

•180 

-45890 

-1.60 

Daetnk 

OK 

7 £21 237 

♦09051 

♦097 

*09034 

*405 

Maud 

res 

SJWCS5 

*O80S 

+094 

*40013 

*492 

Rides 

fflF 

6700305 

-09001 

4090 

-00024 

-494 

Slump 

oat 

2X0039 

400004 

♦99? 

*09004 

♦402 

Graft 

so 

337709532 

-08615 

-014 

-00371 

-093 

MOM 

HUF 

242856523 

40.7746 

*032 

*1.4176 

*059 

MM 

ISP 

0.7BUS4 

♦09005 

4006 

*40002 

*003 

Up 

m. 

1668518507 

-0.5413 

-093 

-40596 

*090 

UDHiboug 

UJF 

41236809 

-00131 

-093 

-09190 

-495 

Nf&fttondi 

MLS 

2254343 

400002 

♦091 

-09001 

♦440 

wnm 

NW 

0503335 

40.0209 

♦oa 

♦00632 

♦475 

Print 

fix 

1864367 

-0007S 

-419 

*40060 

♦421 


PTE 

204710611 

■HX0596 

*403 

-40744 

-09* 

Roonta 

ROL 

8630.995913 

46649(7 

*472 

*941667 

♦499 

M 

WB 

6903964 

409406 

♦459 

-0 0030 

-406 

StoftHo 

SKK 

38938242 

-00*39 

-411 

-41606 

-081 

Spala 

ESP 

169-667578 

-00575 

-093 

♦49770 

*005 

Strain 

SEX 

6837953 

409536 

♦091 

♦49291 

♦033 

SmHbM 

OF 

1980950 

•09020 

-412 

♦091 10 

♦471 

Uriad Kbedon 

GBP 

0964157 

409018 

*028 

-09025 

-038 

ECU 

ftwrtns 

ECU 

1 909KB 

409005 

♦405 

-0X011 

-Oil 

am 

8HL 

1981769 

40.0064 

♦450 

-40006 

-095 

Ooada 

CM) 

1 £29750 

40.0061 

+450 

-40024 

-415 

Maxtoo 

UXN 

9958475 

40.0116 

♦412 

♦40990 

*190 

IhftT ftiM USD 

PacHeMMi EntMtake 

1 108221 

409053 

♦0 48 

-49029 

•421 

tanrftft 

MJO 

1 . 780686 

-09229 

-13B 

-0060 

-1.92 

Hong Meq) 

HKD 

8587162 

♦09410 

♦048 

-49116 

-414 

JBPM 

JP1 

163804472 

-23720 

-152 

-05783 

-437 

Snocat 

SOD 

1.672340 

-09181 

-096 

*99394 

♦215 

Souto Africa 

2AR 

6927423 

-09130 

-420 

*44583 

♦755 


Synthetic Bud against the dollar 
S per euro 
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■ TWEE MOlmiHaflFraaBIOJT^ Bart wpoW»rt10PS 


Open 

Sett price 

Omge 

HQb 

tew 

95.770 

95775 

-0910 

95775 

947B5 

06930 

96940 

- 

96940 

96930 

95960 

05980 

•4010 

95900 

94970 

95860 

95865 

-4910 

95985 

94960 


Lflur Est id open M. 
i7BS 173 75700 

1030 135 7278 

1970 133 4719 

1980 106 W3 


Erincfce toduttdes 

OO 

O. Bqttn&n & pm 


CcratocUn 

CUM 

DheoHd kdMrWs 
BocMMe & BMGqidp 


Serar FTSE U a u Htoft U6TM MtfHti tomtt, systole eetaa IV fte bn «HbI ate 
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INTERNATIONAL CAPITAL MARKETS 


Gilts rise on interest rate hopes 


GOVlXIfAffiCT BONDS 

By Jeremy Grant fat London 
and John Labate in Hew York 

Continental European prices 

ended lower yesterday on a 
spurt of yen strength and 
fragile optimism that Japan 
may be closer to rescuing its 
troubled economy. 

However, volume was thin 
and trading was bound in 
tight ranges as the spectre of 
central bank intervention 
still stalked markets. 

Gilts took a different tack, 
ending higher on a percep- 
tion that the Bank of 
England might not raise 
interest rates next week. 

Lower Japanese bond 
prices early in the day were 
an important factor in early 
weakness in Europe but the 


release of Chicago purchas- 
ing data from the US offered 
some support. 

Investors ignored news of 
a US tissue attack on an 
Iraqi radar installation and 
the inauguration of the 
European Central Bank. 

Analysts say there Is still 
a bedrock of support for 
bonds as structural problems 
remain in Japan and core 
European countries are 
enjoying a low Inflation 
environment 

“The bigger picture for 
Euroland is that growth has 
subsided somewhat com- 
pared to the turn of the year 
and with the absence of 
inflation and the wider 
global background, an early 
Bundesbank tightening [of 
interest rates] is off the 
agenda. That’s good for 


bonds." said Andy Bevan, 
International bond econo- 
mist at Goldman Sadis. 

US TREASURIES were 
slightly lower by early after- 
noon, in spite of a surpris- 
ingly weak report by the 
Purchasing Management 
Association of Chicago. 

The benchmark 30-year 
bond was down A to 106%. 
yielding 5.659 per cent. 
Among shorter maturities 
the two-year note was 
unchanged at 99%, yielding 
5.509 per cent, while the 
10 -year note was % Iowa* at 
101%, yielding 5A75 per emit 

The Chicago report's busi- 
ness barometer fell to 52.9 in 
June, down from 553 in May 
and the lowest level of the 
year. The prices paid, pro- 
duction, and new orders 
components each fell back. 


“It's compelling evidence 
that the Asian effect is not 
only present but that its pull 
is getting stronger on the US 
economy," said Patrick Dim- 
ick. Treasury analyst at UBS 

Securities In New Ymk. 

-The market’s fall in reac- 
tion to the report was taken 
as further evidence that it is 
still fryustng on the direc- 
tion of the yen. "It's a sign 
that we’re very worried that 
intervention is imminent,” 
Mr Dtmlck said. 

GERMAN BUNDS had a 
quiet day. with the bench- 
mark September 10-year 
bund future settling 0.10 
poults lower at 10&36 in thin 
volume of 288,000 contracts 
traded in Frankfurt 

hi UK GILTS, the market 
rose on perceptions that an 
interest rate rise may not be 


imminent, but there was 
little of substance to move 
prices. 

Julian Jessop, chief Euro- 
pean economist at Nikko, 
said that there was a grow- 
ing perception in some quar- 
ters that the Bank of 
England might not raise 
interest rates next week - as 
widely feared - while ster- 
ling remained above DM3. 

“There’s perhaps a feeling 
creeping in that the. strength 
of the currency is directing 
the timing [of a rate rise] for 
them," be said. 

The September 10-year gOt 
future settled up 0.15 points 
at 108.68 in volume of 39,000 
contracts traded. 

in the cash market, the 
yield spread over German 
bunds narrowed three lmwc 
points to 117 points. 


Euribor pricing 
for AHB deal 


IWTraNATONAI .BONDS 

By Edward Luce 
aid Vincent Botand 

AHB, one of Germany's 
largest mortgage banks, yes- 
terday set a precedent by 
pricing a bond denominated 
in euro against Euribor. It is 
the first issuer to choose the 
Brussels-inspired benchmark 
over the better known Libor 
reference rate set by the 
British Bankers Association. 

However, as Euribor will 
not come into existence until 
after the start of European 
monetary union next Janu- 
ary. the first two (quarterly) 
coupon payments will be 
priced off the ecu-Libor rate. 

“We did not have one com- 
plaint or inquiry from inves- 
tors about the borrower's 
choice of Euribor." said 
Roman Schmidt, at Barclays 
Capital, lead manager of the 
E500m floating-rate offering. 


“This is a vote of confidence 
in Euribor." 

The bond, which was also 
the first FRN in euros by a 
German mortgage bank, was 
trading Oat to its re-offer 
price last night 

1LE DE FRANCE, the 
French department became 
the second European region 
after Lazio to issue a euro- 
denominated bond, in a 
E200m offering. The 12-year 
bond, priced to yield IS basis 
points over the curve, was 
the region’s first Interna- 
tional offering in any cur- 
rency since 1995. 

The bond, lead-managed 
by Paribas, was trading flat 
to re-offer last night 

LLOYDS BANK of the UK 
continued the global drive 
Into the D-Mark denomi- 
nated market with a 
DM600m 10-year issue, its 
first subordinated debt 
transaction in a European 
currency for some time. 
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Moody’s 
buys into 
Korean 
agency 

By Sane Davies 


Priced to yield 52 basis 
points over the January 2008 
German bund - effectively 
50bp over the bund yield 
curve - the Lloyds bank 
bond had tightened by 
between a half and one basis 
point late yesterday. 

A syndicate banker at 
Goldman Sachs, joint lead 
manager with Lehman 
Brothers, said the pricing 
was “fairly much in line 


with where Lloyds Is in the 
sterling market". 

The bond benefited from 
strong demand for D-Mark 
issues from fund managers 
and insurance companies. 

“The quality of the deals 
coming to the D-Mark mar- 
ket is extremely Hi g h, and 
this Is likely to be the bench- 
mark for subordinated debt 
i ss u e** in this market," the 
banker said. 


VODOHOSPODARSKA 
VYSTAVBA, the Slovakian 
state-owned water utility, 
issued a DMi75m three-year 
bond through Nomura and 
Commerzbank in its second 
foray into the international 
capital markets. 

The offering was priced at 
399 basis points over the 
German Bobl of May 2001. 
roughly double the yield on 
the underlying benchmark. 


Moody's Investors Service is 
lairing a significant invest- 
ment in one of Korea's lead- 
ing credit rating agencies. 
Korea Investors Service. 

The move follows recent 
attempts by the Korean gov- 
ernment to open up its capi- 
tal markets to international 
investors, which Is expected 
to to increased demand 
for Korean ratings. 

The international credit 
rating agencies attracted sig- 
nificant criticism during the 
Asian crisis, as they foiled to 
predict the extent of the cri- 
sis and were considered by 
many to have over-reacted 
afterwards. Korea's domestic 
rating agencies were also 
singled out for foiling to spot 
some of the corporate casual- 
ties In the domestic market 
Ironically, however, the 
volatility that followed the 
currency and bond market 
turmoil in Asia Is likely to 
increase demand far corpo- 
rate bond ratings in the 
region, as investors look for 
independent analysis. 

ins is spinning-off its rat- 
ing division, in which it wifi 
be the biggest shareholder, 
with Moody's taking an 
unspecified minority HnMing 
In the company. 

Tae-Jun Song, president of 
KIS, said: “There Is a grow- 
ing demand for a reliable 
and consistent credit rating 
system in Korea. By sharing 
the resources and expertise 
of Moody’s, Korea I nv e st or s 
Service will play an integral 
role in building the credibil- 
ity and credit rating know- 
ledge leading to the ongoing 
development of Korea's 
domestic ftnnnrinl markets." 

The joint venture win con- 
centrate an rating domestic 
bands. KES is owned by more 
than 70 Korean financial 
institutions. 



NEWS DIGE ST 

privatisation 

Poland plans Increase in 
size of telecoms offering 

^ Europe's forest 
The privatisation, whrah 
capita! November, would be of up to 

C TS n do» to the deal said the offer »oJdBeof exist- 
- A nrooosed in a privatisation prospectus 

Ai additional percentage 

5 ^ 1 ^ fo eTp^yees L an offer structure and 
nrif* ranoe had not yet been discussed. 
fX Schrodeis is to advise the government and act as gtoba! 
coSS 3 the sale, which S expec.ed ^e^ as 
part of Poland's privatisation programme. Jeremy Grant 


TELEBRAS 


.W.OP.tD. BOTJD PRICES 


Alternative for ADR holders 

Holders of American depositary receipts (ADRs) in 
the Brazilian telecommunications network, can continue to 
own a single exchange-traded Instrument after the company 
is so tit into 12 fated companies at the end of J“J7- 

Merrill Lynch, the US investment bank, has created Tele- 
bras HOLDRs, which effectively recreate existing Telebras 
ADRs and will represent each of the 12 new companies. The 
HOLDRs are depositary shares issued by the Bank of New 
York and will be listed on the New York Stock Exchange. 

Mitch Cox, director In the private client group at Merrill 
Lynch in New York, said the HOLDRs would be “a convenient 
and easy way for Investors to continue to own the Telebras 
Investment". The new security is expected to be issued and 
to begin trading on or about July 28. 

Tetebfos has the highest market capitalisation of any stock 
In Latin America and was the most actively traded ADR on 
the NYSE last year. Vincent Boland 


EASDAQ 

Benchmark index launched 

Easdaq, the pan-European stock market for growing compa- 
nies, today launches its official all-share index, EASI. to pro- 
vide a benchmark for Investors to measure the market’s per- 
formance and enable the development of derivatives. 

Easdaq’s 30 companies have a market capitalisation of 
$14.31 bn and the EASI index was sat at the close of business 
yesterday at 1.000 points. Jacques Putzeys, Easdaq chief 
executive, said the market has risen 174 per cent since the 
launch of an unofficial index on November 27 1996. 

Vincent Botand 
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CURRENCIES & MONEY 


5 ;*«*■» Donifa H 

JJe markets decided that 
t*e news from Japan was 
®°stly good yesterday, and 
“e yen strengthened beyond 
against the dollar, 
although remaining close to 
™ range at which the US 
m intervened earlier this 
month. 

The currency ended the 

v«?£ ean at 

Y 138.8 against the dollar, 
strongly up from YMl.fi the 
day before. 

Largely as a result, many 
°f the emerging market 
commodity-based currencies 
which have recently suffered 
alongside the yen also 
enjoyed a day of relative sta- 
bility. 

“We can be much more 
optimistic about the yen and 
this will spill through to 
emerging markets gener- 
ally,” said Paul Chertkow at 
Bank of Tokyo-MHsubtehi. 
“We now have a reasonable 


er yen gives market some relief 


WORLD INTEREST RATES 


prospect that Japan’s bank- positive reaction to a cut in 
tag problem is being lending rates by an 


addressed." 

The markets took heart 
from an unprecedented legal 
action against S umitom o 
Bank for allegedly falsifying 
credit information. 

Hie step is seen as indicat- 
tag Japan’s willingness to 
reform its flnani^] sector, 
and comes after Ryutaro 
Hashimoto, prime minister, 
moved up the schedule for 
plans to announce a new 


average of L12 percentage 
points. The possibility of a 
Chinese devaluation is 
widely thought to have been 
one of the main consider- 
ations behind Washington's 
intervention to defend the 
yen earlier this month. The 
cat in rates may indicate 
that Chinese authorities are 
still looking for ways to 
boost the country's slacken- 
ing growth rate. 
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bridge bank to take over 

lending to the customers of ■ After losing patience with 



1898“ Jun 


failed banks. 

Japan's banking crisis is 
seen as particularly impor- 
tant since without new lend- 
ing. the country is likely to 
take much longer to emerge 
from its current recession. 
However there was a less 
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Japan so often in the past, 
the markets have been pleas- 
antly surprised by the 
details of the bridge bank 
plan that have emerged. 

However, figures which 
put Japan's unemployment 
rate above that of the US 
were a reminder of the coun- 
try’s problems. 

In a speech to party and 
government officials Mr 
Hashhnoto called' for a sys- 
tem which would put a bank 
under government supervi- 


sion as qpon as it failed. 

According to party plans, 
the bank would act as a way- 
station far all the loans on a 
failed bank’s books, shunt- 
ing healthy assets to a suc- 
cessor bank while handing 
over bad loans to the coun- 
try's Resolution and 

Collection Rank 

Tomomitsu Obu, a former 
finance ministry official, 
speculated yesterday that 


concerted Intervention on 
foreign exchange markets 
might follow the formal 
^nnniinrwnpn t of the bridge 
bank plans tomorrow. 

“The Japanese have taken 
the initiative and that's posi- 
tive.” said Gerard Lyons at 
DKB International in Lon- 
don. 

“The markets now realise 
that intervention might 
occur again." 

But Marc Chandler at 
Deutsche Bank in New York 
argued the yen’s better per- 
formance in recent days was 
partly a technical correction. 
“Some people have called in 
their dollars and taken prof- 
its. But there are stLU a lot of 
dollar bulls who have made 

■ OTBffi CURRENCIES 
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so much money that they 
can sit this one out and wait 
for the yen to Call again," he 
added. 

■ The D-Mark gained almost 

a pfennig the dollar, 

to DM1.805, and as much 
against the pound, to 
DM3.012, as Russian markets 
calmed ahead of a parlia- 
mentary review of the gov- 
ernment's crisis plan. 

Russia has strong trade . 
and banking relationships ! 
with Germany and the 
D-Mark has become sensitive 
to the rouble's travails. 

■ The Fed began a two day 
meeting which is not expec- 
ted to Increase interest rates 
in the light of the Asian cri- 
sis. The dollar briefly rose 
after a US warplane fired a 
missile at an Iraqi radar site. 

Analysts said that the 
faintest hint of military 
action often caused a ner- 
vous rush to the dollar. 

Meanwhile the rand was 
almost unchanged at R5J$9 
against the dollar. 
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The Korea Equity Trust 

International Depositary Receipts 

Evidencing Certificates In respect of 
1,000 Units In the Trust 

NOTICE IS HEREBY GIVEN to UnHhokJers that Korea Equity Trusl has 
dectarad a tfvkJend hTha Rapubic ol Korea amoun*ng to Won 69X00 
per Cttfflcata of tOOO Unto, payable on or after July 21996. 

Accouamg data: 3005/98 Ex-dMdend date: 01/06/98. 

I Payments dCtxJpon No. 6 of the IrtemabonalDopoetejy Receipts, w« 

I be made on or after July 1.1998 against pre sen tation dBm Coupons la 
the Depoefemy or to one of the Depositary Agents Bsted below: 

DEPOSTTARV 

Ctnm UmHierttan Benk Unembourg SA. 

5 Rue P laeti o , Luxcmbours. L-2338 LuxBmbourg 

DCPOSrtARY AGENTS 
The cum Manhattan Benk 

Trinity Toarar Chase Plaza 

9 Thomas More Suae* 34-85 Chi*>o-dong 

landonElBYT Otoong+u. SeoU 

FtnpubUc of Korea 

Chaee Manhattan Bank (Surffeeriend) 

63 Ftue du Rhflne, CH-1204 Genera. SwKzBrtand 

The amount of doters payable in respect o( Coupons presented to an 
Afjent of Ihe Depositary by Ctoee of Business on June 29,1998 stM be 
the nef proceeds o* the sate of the amount of Won tor U8 dotere at the 
prevMBna telegraphic transfer seBng rate of US doDare for Won as 
quoted by a foreign ezchange bank in Korea on the day on wfdeh Die 
relevant transfer is made. 

The diridend proceeds w8 be dfotributeef to ©R holdere In proporlM (o 
their respective enWtemant and after foe deduction of rd taxes and fees, 
charges, duties and aaprtnsas of ihe Deposttry. 

Al CertBkate hotdars me required to subrrfl Ihe name and ad*ees rt a 
bank In New Ytoric ®kT s US doBar aaaourt menber for payment, or an 
address for which payment should be sent by US doBar cheque. 

AM toWeni resttng In a country having a double taxation maty affi foe 
RepubBc ol Krvaa may obtain payment at a lower rate of the Korean 
non-resident withhoktog tax, on eondfton day furnish to either the 
Depositary or Through one of the designated Depoeftay Agents, a 
certificate snowing their residence, together ntth a copy of tha 
Gart«cate of focotp om tkw. or; tor inttvlduats. a copy of their passport 
These documents are requested by the Korean National Tax 
Administration Office as evidence of residence. 

Without such proof of resktenoe, the tufl la* rate of 27X0 per cent. 
Korean non-resident wUhhoMng tax wffl be iwained. 

CtaM Msnhet&n Bmk Luxembourg &A. 

asDeposlbey 
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The Korea Equity Trust 

International Depositary Receipts 

Evidencing Certificates in respect of 
1,000 Units In the Triist 

NOTICE IS HEREBY GIVEN to UmthoWere that Korea Equity TruS has 
declared a dividend in The RepubSc of Korea amounUng to Wbn 86.000 
per Certificate of 1,000 Units, payable on or after Ady L 1997. 

Accovrting date: 3VD5/97 Ex-(fividenddata:OV06/97. 

Payments of Coupon No. 7 at Ihe heemational Depositary Raoeipis. *»M 
be made on or after July 1 1997 against presentation of ihe Coupons to 
tire Depositary or to one of the Depositary Agents listed belour 

DEPOSITARY 

Chase Manhattan Bank Lu x embourg SLA. 

5 Rue Plaafc. Luxembourg. L-2338 Luxembourg 

DEPOSITARY AGENTS 
The Chase Manhattan Bank 
Trinity Tower Chase Plaza 

9 Thomas More Street 34-35 Chcng-dong 

London El 9YT Choong-ku, Seoti 

Republic of Korea { 

Chase Manhattan Bank (SatortMd) 

83 Rue du Rhbne. CH-1204 Geneva, Switzerland 

The amoum o* rioflare payable In msped o< Ctxipons preserved to an 
Agent of the Depositary by Cloee ol Business on June 29.1997 shal be 
the net proceeds of ihe sate of the amount of Won lor US rtoftars at tha 
prevattog telegraphic transfer seOng ran of US dollars for Won as 
quoted by a foreign exchange bank n Korea on the day on which the 
relevant transfer is made. 

The (Svktend proceeds wB be distributed to 1DR hoidere m propodton to 
ihek respective entetement and after the deduction of aCT bxbs and fees, 
charges, duties and expenses of the Depositary 
Al Certificate holders me required id submit the name and address of a 
benk in New Ybrk and a US doOar account number tor payment, or an 
address for wtveh payment should be sent by US doCBrchequa. 

A8 holders tBSldtog in a country hovstg a double taxation treaty with the 
RspubSc of Korea may obtain payment at a lower rate of the Korean 
non-modem wk hl ioMng tax, on conduon they fumtsn to either the 
Depositary or ttvsugh one of Ihe designated Depceiary Agents, a 
certificate showing their residence, together with a copy of the 
Certificate of Incorporation, or, lor mtfwluals, a copy of the* passport 
These documents are requested by tho Korean National Thx 
Admtotstraaon Office as evidence ot rod deno n . 

Without such proof of residence, Bw hi tax fats of 2750 par cant 
Korean non-resident Mkhholdhg tax wifl be retained. 

Chase Manhattan Bank Luxembourg SJL 
as Depositary 
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Rnancial Times Surveys 

The Future of 

European Retirement Provision 

Friday September 11 

This Survey will appear as a magazine and will be distributed with 
the Financial Times, Pensions Management and European Pensions News, 
reaching more than 800,000 senior decision makers, pension managers and their advisers. 

For further information please contact: 

Alan Cunuin^Iiam 
Tel: -44 171 873 3206 
Fax: -44 171 873 4296 
email: alnn.cunningham^FT.com 
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LONDON STOCK EXCHANGE 


Equities suffer from Wall Street’s downturn 


jMKTHraT 

By Steve Thompson, 

UK Stock Market Editor 

The last day of a difficult 

month and quarter for Lon- 
don's equity market saw UK 
share prices retreat to close 
around the session's lowest 
levels, burdened by a sell-off 
on Wall Street at the outset 
of US trading yesterday. 

There remained real con- 
cern among London traders 
and fund managers that the 
□ext adjustment in UK inter- 
est rates, marshalled by the 
Bank of England's monetary 
policy committee, could be 


upwards. That would bring 
renewed pressure on indus- 
trial borrowers and further 
anxieties for manufacturers 
and exporters worried about 
the possible further appreci- 
ation of sterling. 

Dealers said the weakness 
of London owed much more 
to a general reluctance by 
UK fund managers to get 
involved in the stock market 
ahead of some crucial eco- 
nomic news on both sides of 
the Atlantic. 

But, if truth be told, the 
real reluctance to trade in 
London came from the anxi- 
ety of marketmakers and 
dealers to close their trading 


books as early as possible In 
order to get home and ready 
for the kick-off of the 
Engiand-Argeiltina clash in 
the football World Cup. 

"This is the real thing as 
far as the competition goes; 
the excitement level is lift- 
ing every second, its quite 
extraordinary , n said the 
head of sales at one big 
European securities house. 

The FTSE 100 index fin- 
ished the session S2.0 lower 
at 5332.5, not far from the 
session Jow of 5,835.0 
reached about thirty min- 
utes before the close. 

And there was similar 
rough treatment for the mar- 


ket second-liners and small- 
cap stocks, which extended 
their recent poor perfor- 
mances. 

However, some of the 
recently depressed engineer- 
ing stocks and exporters 
drew comfort from broker 
recommendations pointing 
out that the recent selling of 
the sectors had been over- 
done. 

The FTSE 250 Index 
threatened to plunge 
through the 5,5400 level, 
eventually closing a shade 
above that level, down 173 
at 5329.6, its 14th loss in 15 
sessions. An early attempt 
by the sector to make prog- 


ress ran into some deter- 
mined selling. At its worst, 
the 250 index was down ia , s , 

Similarly the small-cap 
stocks succumbed to waves 
of selling pressure, with that 
index dosing down 1L3 at 
2306.4, the day's low. 

Noting the relative perfor- 
mances of the various indi- 
ces. David Manning ’ head of 
UK equities at Foreign & 
Colonial Institutional, said: 
“At the stock selection level, 
the UK’s last quarter Tnnirg 
like a classic case at irratio- 
nal exuberance. 

"It does not seem so bad 
on the downside. If you look 
at stocks like Standard Char- 


tered or Billiton, there are 
fundamental reasons for 
downgrades there.” 

On the short-term outlook, 
Mr Manning said: "There are 
quite a few uncertainties 
that could trip up the mar- 
ket Problems in Asia and 
Japan are serious and could 
cause global difficulties. 
London Is not in control of 
its destiny any mare. 1 can’t 
help feeling there is a 
chance of a setback in the 
markets.” 

Turnover in equities at the 
6pm cot-off point was 824.7m 
shares, with non-Footsie 
stocks accounting fra - 59 per 
cent of the overall figure. 
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Bid news 

boosts 

Thorn 

COMPANIES REPORT 


By Joel KBmzo, Peter John 
and Martin Brice 

News of a recommended 
£980m cash offer for Thorn 
from Nomura International 
just minutes before the mar- 
ket close, triggered a rush 
for the shares and brought a 
turnaround in the fortunes 
of the stock. 

Until the final 15 minutes, 
it had been an uneventful 
day with the shares lan- 
guishing a penny off at 
209 J Ap in modest volume of 
3.1m. 

However confirmation of 
the 250p-a-sbare recom- 
mended offer from Nomura 
in the last minutes of the 
trading day. triggered a 
wave of interest, sending the 
shares soaring. 

The stock gained 19‘i or 
9.3 per cent to 230p. the best 
performer in the FTSE 250 in 
volume of 40m. by far the 
mast actively traded issue. 

Shares in the troubled UK 
group have tumbled from 
410p when it was demerged 
from EMI in August 1996. 
Having hit a low of I35p, the 
stock rallied in April after a 
takeover approach. 

Last month. Thom sold its 
US operations for £545m 
promising to return a sub- 
stantial amount of the pro- 
ceeds to shareholders. 


Gallaher improved 9K to 
331'/^ as one US broker 
upgraded its stance on the 
stock on perceptions that the 
US regulatory regime has 
become more benign. 

The tobacco group does 
not operate in the US. but 
Morgan Stanley says the 
shares are 60 per cent owned 
by US investors and any 
tightening of the law against 
tobacco groups always hits 
sentiment. 

Recently, a verdict on 
behalf of an individual and 
against the industry was 
overturned In the US. Also, 
the McCain bill, which 
would require tobacco 
groups to pay out more than 


$SO0bn over 25 years to settle 
outstanding lawsuits with 
states as well as imposing 
tough new controls on nico- 
tine regulation, appears 
unlikely to get approval in 
the short term. 

Furthermore, the company 
briefed analysts on Monday 
ahead of its closed season 
and apparently said trading 
was going welL 

Morgan upgraded its 
recommendation to "strong 
buy” from "outperform “ 
and put a 400p price target 
on the stock. 

Standard Chartered 
slipped as Dresdner Klein- 
wort Benson stressed its sell 
stance ahead of the banks* 


Best and worst p aftnitb jy FTSE sectors 
Dtantattadusst* 
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reporting season, 
begins on July 23. 

In spite of heavy Calls over 
recent months because of 
the bank’s heavy exposure to 
Asia, Dresdner believes the 
stock could easily slide 
another 25 per cent Hie bro- 
ker has a 5O0p target The 
shares dropped 19 to 681p. 

The rest of the sector was 
also weak. Barclays was the 
subject of speculation in 
early dealing that it might 
be planning a merger with 
Commerzbank or consider- 
ing taking a stake in the 
German bank. But rumours 
of a tie-up have been around 
for a long time and were 
strenuously denied. Barclays 
dipped 7 to £17.28, although 
it outperformed the market 
as Dresdner upgraded its 
stance from "hold” to "add". 

Elsewhere, there was some 
nervousness about a televi- 
sion consumer programme 
apparently featuring Halite* 
and NatWest Shares in the 
two banks fell 15 to 778p and 
13 to £10.71 respectively, but 
analysts said the consumer 
concerns were less signifi- 
cant than the overall market 
pressure. 

WPP, the latest addition to 
the Footsie, improved 6 at 


.•ia« _ 

one stage on the back of 
Monday's strong annual gen- 
eral meeting statement. The 
company highlighted 9 per- 
cent growth in Asia on a 
constant currency basis. 

Analysts expect the com- 
pany to report full-year fig- 
ures of £205m but some are 
considering 5 per cent 
upgrades if the present 
upbeat trend continues. The 
shares closed firmer at 
3$2%p. 

High yields and low rat- 
ings ensured that leading 
water stocks avoided the 
Wall Street-inspired weak- 
ness in London. Severn 
Trent lifted 18% to £10.49% 
and Thames was up 20 at 
best before closing 10 higher 
at £10.91. United Utilities 
ended the day 8 better at 
871%p. 

Coats brisk 
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Coats Viyella saw brisk 
business of 7.1m as the stock 
was down a penny at 74p 
following a bearish trading 
statement. The company 
focused on the continued 
strength of sterling, a mixed 
underlying trading perfor- 
mance and subdued demand 
in the UK high street 
The gloomy view of UK 
demand also hurt sentiment 
in Allied Textile, which shed 
3% to I28p. 

More bad news from the 
textile industry came from 
Dawson International, 
which said it was to dose 
two factories and shed 720 
jobs. The stock lost 3 to 43p. 
Engineering stocks put in 


a good performance as inves- 
tors took on board the view 
expressed recently that the 
foil in many of the sector's 
stocks on fears of Asian tur- 
moil had been overdone. 
Sentiment In exporting man- 
ufacturers was helped by a 
slight weakening of sterling, 
although it remained above 
the DM3 leveL 
Dr esdner Kleinwort Ben- 
son’s FTSE 250 team told cli- 
ents: “The fan of the magni- 
tude seen in engineering 
share prices in June is inevi- 
tably exaggerated and indis- 
criminate. In the weeks 
ahead, we expect greater dif- 
ferentiation to appear as 
investors seek defensive 
positions." 

Among its favoured stocks 
were TL which spent much 
of the day in positive terri- 
tory before a late trade saw 
it close off 4 at 455p; ran, 
which gained 4 to 371%p. 
and BBA, which rose 2 to 
452p. 

The best performer in the 
Footsie was Tomkins, which 
gained 11% to 326%p, while 
LucasVarity advanced 5 to 
238p. 

ARM Holdings, the micro- 
chip group, was the best 
FTSE 250 performer until a 
late surge by Thom. ARM 
rose 80 to £11.85 after it 
joined the FTSE 250 index 
replacing Christie's Interna- 
tional Acorn Group, which 
owns 25 per cent of ARM. 
was up 2% at 134%p. 

Sentiment in ARM was 
also helped by hopes that its 
chips would be used in 
mobile telephones equipped 
with Psion's EPOC operating 
system. 

Psion shed 42% to 650p. 
One CJ5 investment bank has 
set a price target of £10. 

PIC International, the 
rump of the old Dalgety, 
gained 10 to 225p. with senti- 
ment helped by some buying 
by directors. 

Sir Denys Henderson 
almost doubled his stake by 
paying 219p each for 100.000 
shares. On Monday he paid 
215p each for 10,000 shares. 
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WORLD MARKETS REVIEW 


West offers haven 
to Asian refugees 

SSffiM 8 in Europe US as they 

Latin Amprir>i he bltte L^. ncls blowin 9 across the Far East and 
Latin America, says Philip Coggan, Markets Editor 


! Parttoinaiice of FT/S&P Micas: fast six months of 1998 


NEW YORK 
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“Go west, young man' " was 
the advice Horace Greeley 
gave to an ambitious Ameri- 
can youth in the pioneering 
.days of the 19th century. 
And any investor who fol- 
lowed his precept in the first 
half of 1998 would have prof- 
ited substantially. 

The traditional developed 
markets of the US and west- 
;ern Europe turned in yet 
another set of strong perfor- 
mances. following their 
record-setting runs of 

"1995-87. 

But the far eastern mar- 
kets in Asia, the eastern 
•parts of Europe and the 
“southern markets" of Latin 
America, South Africa and 
Australia all disappointed. 

In part this was due to a 
reassessment, or rather a 
double reassessment, oT the 
Asian crisis, which had 
caused most markets to cor- 
rect in the fourth quarter of 
1997. 

The hit to US and Euro- 
pean markets had sprung 
from a fear that the Asian 


collapse would reduce eco- 
nomic, and corporate profit 
growth. 

But another Asian effect 
gradually took precedence to 
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the west — the deflationary 
effect on prices, particularly 
in commodity markets. That 
allowed bond yields to fail to 
Europe and the US, giving a 
further valuation lift to 
equity markets. 

Only towards the end of 
the half year did investors 
start to question whether 
bonds and equities might 


decouple in a global defla- 
tionary environment 
to Asia, the reassessment 
came after a buoyant start to 
the year for equity markets, 
as investors hoped that the 
International Monetary 
Fund rescue packages and 
reform programmes might 
lead to an early economic 
rebound. 

At one point in February, 
the FT S&P pacific Basin 
index was 22.8 per cent 
ahead, in dollar terms, over 
the year. But the decline 
from that point was relent- 
less as the horror of Asia's 
economic position gradually 
sank in. 

Many countries in the 
region face recession this 
year and they may not have 
the financial strength to 
exploit the export potential 
of their devalued currencies. 

And as the year prog- 
ressed, the sorry state of the 
Japanese economy became 
increasingly apparent. 
Japan’s gross domestic prod- 
uct fen at an annualised rate 
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Conviction returns 
to shaky Wall Street 
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of more than 5 per cent In 
the first quarter of the year, 
dampening further the pros- 
pects for the rest of the 
region. 

And the steady decline of 
the yen, halted temporarily 
by joint intervention by the 
Japanese and Americans, 
threatened to set off a fur- 
ther competitive round of 
devaluations. 

By the end of the half. 
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there were increasing signs 
that investors were opting 
for a flight to safety at every 
opportunity. 

Fringe markets such as 
Russia and South Africa 
were coming under pressure, 
and Europe, with its combi- 
nation of low inflation, low 
Interest rates and the pros- 
pect for corporate restructur- 
ing; was looking more and 
more attractive. 
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Financial crises spread 
woes to real economies 
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By Pater Montagnon, 

Asia Editor 

It has not been a good six 
months for Asia's troubled 
stock markets. After an 
attempt at a rally to the first 
quarter when investors felt 
that prices might have 
reached their floor, -the 
region's markets fell back 
shaiply again to the second, 
reaching new lows since the 
crisis started. 

The reason for the pessi- 
mism is dear. Wbat started 
principally as a financial cri- 
sis affecting hanks and cur- 
rencies has now spread into 
the. real economy. 

- Indonesia, the. worst- 
affected country, is expected 
to see its economy shrink by 
more than 15 per cent this 
year. 

Even Thailand, which has 
been regarded as a mode) 
patient, will show a contrac- 
tion of something like B per 
cent 

Against that background 
there is little prospect for a 
revival of corporate earn- 
ings. Indeed, in many of the 
affected countries, large 
tracts of the corporate sector 
are effectively bankrupt and 
even good companies are 
ftodfog it hard to raise credit 
from a banking system that 
is severely squeezed. 

to so fer as foreign capital 
is flowing Into the region, it 
Is mare likely to be trade 
investment 


LONDON 


While the markets remain 
risky for portfolio investors, 
there are cheap buying 
opportunities for multina- 
tionals. anxious to build up 
strategic stakes to their 
industries. 

Fart of their role is to 
recapitalise companies so 
that their business can con- 
tinue. Only when that pro- 
cess is complete will the 
field be ready for portfolio 
investors. 


When the crisis broke last 
year, analysts argued that 
the markets would turn at 
the point when currencies 
stabilised and interest rates 
were able to come down. 

As the credit squeeze has 
intensified and debt prob- 
lems have grown more 
acute, mort point to the need 
for banking systems to be 
cleaned up before normal 
growth can resume. 

This adjustment is proving 



By John Labate 

The first half of 1998 was 
another extraordinary period 
for the US markets. With 
three years of double-digit 
gains and last year's Asian- 
Inspired collapse behind it, 
the Dow Jones Industrial 
Average still managed to 
surge from 8.000 to 9.000 in 
the short span between early 
February and early ApriL 
Tben the market headed 
higher still, topping out at 
9,2] 1. 

If that were not enough, 
bond yields came crashing 
down as the failing value of 
the yen triggered a flight to 
quality in US Treasuries. 

May and June, though, 
proved to be a shaky ride 
indeed, as concerns about 
lofty valuations and Asian 
currencies crept back in. 

By the end of June, how- 
ever, evidence was growing 
that conviction was return- 
ing to the US stock market. 
The Standard & Poor's SCO 
index reached a new top of 
1,132 and kept climbing from 
there. 

The Dow, meanwhile, 
dosed the month back near 
the elusive 9,000 leveL ‘It's 
been choppy, but with an 
upward bias," says James 
Weiss, deputy chief invest- 
ment officer of equities at 
State Street Research in Bos- 
ton. 
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Dow Janos Industrial tango 
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Analysts cite several rea- 
sons for the market's cur- 
rent volatile trading range. 

Some say the problem had 
more to do with record- 
breaking valuations than 
Asia jitters. "We had four 
dramatically higher months 
and you simply couldn't sus- 
tain that as far as the Dow is 
concerned," said Larry 
Wachtel. market analyst at 
Prudential Securities. 

Valuations during the year 
have hit new peaks, trigger- 
ing debate that blue-chip 
stocks were trading at over- 
valued levels. The threat of 
an Asian-inspired slowdown 
in the US also called into 
question the earnings and 
revenue expectations for 
many companies. 

One major plus for the 


bulls was interest rates, with 
the long bond yield breaking 
through the 5.75 per cent 
level that had formerly been 

the lower end of its trading 
range. 

“We've really factored 
lower interest rates in for 
the first time this year, so 
{stock} valuations have to be 
reevaluated,” said Arthur 
Hogan, chief market analyst 
at Jeffries & Co in Boston. 

The other major factor 
keeping the market at its 
current level is the effect of 
demographics on cash flow. 
Anxious baby- boomers and 
formerly cautious foreign 
investors have stepped into 
the US market aggressively, 
especially during the second 
quarter of 1998, cushioning 
the pullbacks with enough 
cash from the sidelines to 
keep prices headed back 
higher. 

Asia remains the wild 
card, and its impact on tech- 
nology and other sectors 
could still lead the market 
lower in comtog mouths. 
Anti-trust actions still loom 
ahead for Microsoft and 
total, and. in the case of the 
latter, the chip industry is 
heading for a revaluation. 

Such concerns add to pres- 
sures that were already bear- 
ing down on the market to 
the first half of 1998. They 
are unlikely to go away for 
long in the second half. 


Funds flee illiquid bourses 


by Richard Upper, 
Late America Editor 


slow even in countries which 
have shown the greatest ear- 
nestness in following Inter- 
national Monetary Fund pro- 
grammes. 

Thailand j$ miring steps to 


Tokyo suffers from faltering yen and failing economy 


WKffgams of more than 3.5 per 
cent In the fftst half of the year, 
the NDdcef 225 average^ may not 
be an Ideal barometer of ' 
sentiment in Japan, whies 
Ernffco Terazono. 

■ Although on the surface, 
Tokyo seemed to otter more of 
the same old story - 
hantouptdae, worries' oyer bad 
loans at banks, the faltering 
economy and falling consumer 
prices - the economic picture 
rapidly deteriorated in the first 
she months, 

The yen seemed to reflect the 
pessimism, falling almost 7 per 
cent against the doHer since the 
start of the year. 

The currency, which hovered 
around Y130 against the dollar, 
started to lose ground as 
negative economic news and 
further tears of bad loans at the 
bonks did the rounds. 

Even a Y16,000bn stimulus 
postage announced hr March 


failed to Impress, while 
first-quarter gross domestic 
. product figures released In June 
confirmed toe economy was 
shrinking. This triggered a heavy 
soft-off, pushing toe yen to 
Y14&B0 in nUd-Jme. 

On the stock market, the 
focus has remained very much 
on the banking sector, which 
has been overwhelmed by . 
ncrT-pertormlng loans. 

The Bank of Tokyo- 
MrtsubfaN, believed to be one 
of toe healthiest In toe sector, 
fell IB per cent, while the 
Long-Term Credit Bank erf 
Japan - which faced a heavy 
Bad-off on fears of severe bad 
loans and recently announced a 
merger with Sumitomo 
Trust & Banking - lost more 
than 60 per cent. 

Stock pickers, may have 
found comfort in the gates in 
some stocks outside toa 
banking sector. 


Kajima, the general 
contractor, jumped more than 
15. per cant, whfle blue chips 
including Sony end Honda 
posted advances of 3 per cent 

Whether Japan can deal with 
Its bed loan situation and come 
up with further meastFes to 
boost toe aoonomy is not orriy 
vital for the Tokyo stock market 
The weak yen has sent other 
Asian currencies reefing, whfle 
threatening to widen the US 
trade deficit 

The government Is planning 
to release a package to support 
the financial system on July 8. 
But Mamoni YamazaM, 
economist at ParBros, says: 
"Given the absence of a 
substantial fiscal package and 
continued concerns over banks' 
probtema, the risk Is greater 
than 50 per oent that the 
markets judge that 
government's measures are, 
again, too Ktb too lata." 


farce its basks to recognise 
non-performing loans and to 
persuade companies to 
restructure tbeir debts. 
Indonesia has signed a 
framework agreement with 
its foreign bankers on corpo- 
rate debt. 

However, in practice prog- 
ress has been slow, ham- 
pered by the lack of effective 
bankruptcy procedures . in 
many countries. 

And in the background, 
worries continue about 
Japan, whose economy 
shrank at an annual rate of 
more than 5 per cent in the 
first quarter. 

Many economists believe 
that a recovery by Japan - 
which depends in tum cm its 
own ability to clean up its 
banks - is a prerequisite for 
a broader regional recovery. 

By contrast, a failure by 
Japan to deal with its prob- 
lems would compound the 
recession, possibly prompt- 
ing China to devalue, which 
would set off a new wave of 
market instability. 

Against that background it 
would take a brave investor 
to put his or her toe back to 
the water. 


Low commodity prices and 
the financial crisis in Asia 
have hit investor confidence 
and caused a sharp fall in 
Latin American stock prices, 
depressing the IFCs compos- 
ite index by 29 per oent in 
dollar terms this year. 

US mutual fond investors 
have led the retreat with 
heavy levels of redemptions 
leading to a sharp fall to 
liquidity. 

Eduardo Cabrera, chief 
Latin American strategist at 
Merrill Lynch, the US invest- 
ment bank, says: “Yon 
almost have a depression in 
the buy side of the busi- 
ness.” 

Institutional investors are 


steering clear of smaller 
markets such as Peru, Chile 
and Venezuela, where liquid- 
ity has virtually dried up. 

John Gannon, sales trader 
at BBV Latinvest in London, 
says that fond managers are 
worried that they may be 
unable to sell stocks from 
these markets if they need 
the cash. “People can’t jus- 
tify putting tbeir fiinds to 
the smaller markets, 1 * be 
says. 

Venezuela - down 48-2 per 
cent since the beginning of 
the year - has been the 
worst hit, with lower oil 
prices and political uncer- 
tainty ahead of December’s 
presidential elections contri- 
buting to doubts. 

Daily volume is now aver- 
aging between $3m and $5m. 


compared to between $i5m 
and mu a year ago. Low 
copper prices have hit the 
Chilean and Peruvian mar- 
kets, down 2221 per cent and 
13.2 per cent respectively, 
and Argentina is down 19 
per cent 

The fall has occurred to 
spite of a rise in corporate 
profitability. 

According to one recent 
analyst's note, the biggest 
Mexican companies are mak- 
ing an average 14 per cent 
rate of return on capital 
compared to just 1 per cent 
in May 1995 in the wake of 
the peso crisis. 

Indeed some Latin Ameri- 
can stocks are now trading 
at substantial discount to 
their sectoral peers to other 
markets. 
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Record-setters pause for 
breath in second quarter 


By Jeffrey Brown 


Footsie loses its head of steam 


London 

FISE 100 index 
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By Peter John 
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London's bull market is 
„• s ho win g signs of a slowdown 
in .the face of external and 
-domestic pressures. 

The FTSE All-Share index 
/has risen 15.35 per cent fa 
dollar terms over the first 
, . ’ months of the year. But 

.. all those gains were 
; , achieved to the first quarter, 
-- :v/ and during the past three 
. — ■ - mrtnfly g the FTSE 100 index 
' / ■ / -has actually fallen back 
; Bljgiltly. 

’7 At the dose of trading last 

/ night, the broad index was 
V-im 332.46 at 2,748.46 over thfi 
period while the FTSE 100 
’..‘-index was up 697 at 5,8325. 


There has been support 
from the telecoms sector 
which has risen sharply 
because of hopes of consoli- 
dation. 

Nevertheless, Footsie has 
retreated from the high of 
6,105^ achieved at the begin- 
ning of ApriL 

Having led the revival in 
European equities, London 
now appears to be leading 
the slowdown. In spite of its 
early gains, it was one of the 
worst performers in the 
region over the period. 

The external pressure an 
the UK market came from 
the second leg of the Asian 
downturn. London’s direct 
exposure to the region is 


very slight to profit terms, 
but some of the market’s big- 
gest constituents, such as 
HSBC, have been heavily 
hit. 

And there is an indirect 
impact of nervous sentiment 
that has prompted funds to 
stay at least neutral on equi- 
ties. 

At home, the Bank of 
England’s tight monetary 
policy - rates were raised 
again to June - has pre- 
vented sterling from return- 
ing to a level that the big 
exporters would find accept- 
able 

The pound has risen back 
above DM5.00, squeezing the 
overseas tamings of multi- 


nationals and undermining 
the competitive advantage of 
smaller groups manufactur- 
ing in the UK for overseas 
markets. 

Several strategists have 
published very cautious 
views recently. 

BT Alex Brown argues 
that cash may provide a bet- 
ter return than equities in 
the short term, and Salomon 
Smith Barney has taken the 
traditionally disappointing 
June weather as a metaphor 
for the UK economy. 

The investment hank cites 
the persistent dripfeed of 
interest rate rises, wage 
growth and inflation above 
the government's target 
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“While the sun continues 
to shine on continental 
European earnings pros- 
pects, storm clouds are loom- 
ing on the UK corporate 
earnings front," the broker 
says. 

Salomon has pinpointed 
downgrades to forecasts 
throughout the UK market 
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Foreign buying puts Ghana top 
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iqflfl as well as the conttou- tion of political and eco- 
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; • '■' Renewed foreign buying 
interest in Ghana has Dot 

- ' ■ only made it the * ,est -5 er 

- . forming market in Africa 
: ' r 'hot also one of the sharpest 
J--' • '.risers within the emerging 
: U w markets sector worldwide. 

* . The main index on toe 
i ; :*- Ghana stock exchange has 

~ ''Tteoby85per«mtfa<taIia^ 

h: t£L so for thtsyear 

agafaa a modest advmwe^ 


a move that has brought 
renewed interest fa equities. 
paniring stocks, as wen as 
consumer stocks such as 
Guinness, have been the 
main attractions. 

Attractive valuato have 
also been the reason for tbfi 
advance fa Botswana's stock 
market which hasten by 
n per cent since the begfa- 
tog of the year. __ 

Other advances have been 




-« :v»Dst of. the inwres. was 
to local investors 
T-%f . , Specialists put the 
■ advance down to the tow ; 

• ^ -iiations of stocks P rev “?f^ 
that market at the start at 



per cent, and Zimbabwe 
Sere the market has 
rebounded 5 per cent this 

^ar.bavfagaDeflSy^Pf 
cent fa 1997 on a combtoa- 

• f 


Bargain hunting and 
improving tobacco prices are 

said to have been behind the 
recovery seen to thfi first sts; 
months of this year. 

But It is South Africa's 
Johannesburg stock 
exchange (JSE) that special- 
ists fa the region's markets 
have been watching closely 
as the country's currency 
crisis has continued to 
unfold. 

' The industrials index, 
which had moved steadily 
ahead, bad. by yesterday 
fallen by around 11 per cent 
fa US dollar terms as dealers 
watched a sharp decline in 


the- rand. The currency has 
fallen tiy around 21 per cent 
sface the beginning of the 
year. 

However, analysts said it 
Is unlikely any further 
decline fa the rand will have 
a big impact on the equity 
market 

“It is important to remem- 
ber that unlike other emerg- 
ing markets, much of the 
JSE is owned by South Afri- 
cans and not foreigners, 
mainly because of the con- 
tinuing exchange controls fa 
that country." 

Looking at the overall per- 
formance of the African mar- 
kets this year, Christopher 
Hartland-Peel, Africa analyst 
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at Standard Sank, said: “1 
think these markets have 
shown considerable resil- 
ience and lower volatility 
than say the Asian markets. 
Continued profitability 
among companies and low 
indebtedness have been the 
key." 


Despite a slower 
performance fa the second 
quarter, Europe’s stock mar- 
kets have turned to s 
remarkably Impressive half- 
time score, racking up a col- 
lective gain of almost a quar- 
ter over the first six months 
of 1998i 

The European segment of 
the FT/S&P World Indices 
rose by 24.6 per emit In dol- 
lar terms over the half year, 
buoyed by a surge of nearly 
60 per cent in Finland and 
gains in excess of 40 per cent 
fa Belgium and Spain. 

There was plenty of speed, 
too. from the more heavily 
weighted markets of France 
and Germany, which rose 37 
per cent and S3 per cent 
respectively. Norway, down 
6 per cent, was the region's 
only real disappointment. 

However, in every 
instance, most of the gains 
were accumulated in the 
first quarter. As well as Nor- 
way, Ireland, Italy and Den- 
mark all moved lower in dol- 
lar terms during the second 
quarter, while France and 
Germany only just achieved 
double-digit growth with 
gains of II per cent and 1 25 
per cent 

Although earnings expec- 
tations, one of the main driv- 
ing forces behind Europe 
this year, remain upbeat, the 
renewed waves of Asian wor- 
ries have tightened their 
grip on investor sentiment. 

The strength of the dollar 
has aided profit forecasts 
and European monetary 
onion Is stiff on course. Yet 
to recent weeks most mar- 
kets have been trapped in a 
narrow trading range. 

Although there are simi- 
larities across the continent, 
most stock markets have 
their Individual flavour. 
None more so than half-way 
leader Finland, which has 
roared ahead on the back of 
the global technology story. 

Nokia, the telecoms group 
which accounts for 40 per 
cent of the value of the Finn- 
ish equity market, is a fully 


paid-up member of the 
super-league of world compa- 
nies created by rapid techno- 
logical change and fast-ris- 
ing demand for new 
products. 

In Spain and Italy, inves- 
tors have continued to 
switch from bonds to equi- 
ties as the two economies 
move closer into line with 
the European benchmark for 
inflation, although the pro- 
cess has slowed this year. 

Belgium's progress at the 
top end of the performance 
charts is largely explained 
by takeover activity. A high- 
profile battle for banking 
leader Generate Bank domi- 
nated the headlines from 
April onwards. 

Corporate activity - nota- 
bly Daimler-Benz’s merger 
with Chrysler of the US - 
also kept the pot boiling in 


Germany and France. There 
has also been powerful sup- 
port from strong earnings 
with GDP growth running at 
around 3 per cent 

Weak oil prices are the 
key to Norway's problems. 
Brokers have severely down- 
graded earnings forecasts for 
both Norsk Hydro and Saga, 
the two companies that dom- 
inate the Oslo bourse. 

What does the next six 
months hold in store for 
European equities? Brokers 
see flows of funds as a major 
source of support, with cash 
and bond yields across the 
continent staying unappeal- 
ingly low. 

Should it lose some of its 
recent shine, the dollar 
could provide problems, but 
the consensus among bro- 
kers at this stage is cau- 
tiously optimistic. 


Eastern Europe feels Russian fallout 


Moscow toa been by far the 
worst-performing market in 
eastern Europe so far this year 
as tha shockwaves from the 
Asian crisis have compounded 
the country's own economic 
difficulties, writes M/atiael 
Morgan . 

Although Russian equities 
were subdued yesterday, 
Monday’s 6.1 per cent bauble, 
which took the market to its 
lowest level since September 
1996, meant that it had 
dropped more than 80 per cent 
since the beginning of the year. 

Among the larger regional 
markets, Potend has been the 
star performer so far, rising 
around 15 per cent, spurred on 
by the continuing privatisation 
process and improving 
economic data. 

But the relatively illiquid 
Prague bourse and Budapest, 
traditionally regarded as the 
safe haven of central Europe, 
have been flat. 

Russia’s latest weakness 
stemmed from further concerns 
about the government’s ability 
to meet its debt obligations. 

Those worries hit the yields 
on short-term government 
bonds late last week and so 


forced the central bank to raise 
its key refinancing rate to 80 per 
cent. 

Neighbouring markets, 
parricufariy Budapest, fed some 
Impact from Russia's pain, but 
developed Europe has remained 
unscathed. 

Shaun Roacrie, global 
emerging markets str ate gist at 
ING Barings, argues that given 
its limited economic and 
financial Bnks wtth Russia, 
developed Europe Is woll 
insulated from the volatility In 
Moscow. 

He adds that white the east 
European bournes have suffered 
some of the effects of the 
general emerging market fallout, 
they have still exhibited 
Impressive relative resfltenee, 
based on sound economic 
fundamentals and their 
strengthening links wife western 
Europe. 

Once general emerging 
market pressure eases, these 
factors, will leave the region weB 
pteced to deliver 
outpertormanee, even though 
Investor scepticism over the 

Russian authorities' ability to 
deliver fiscal and financial 
stability may linger. 
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MARKET FOCUS 


World equity markets ended 
the first half of the year in 
rather subdued fashion as 
they waited for the US Fed- 
eral Reserve to make a deci- 
sion about interest rates. 
writes PkSip Coggan. 

Few economists expected 
the US central bank to 
change rates, but the meet- 
ing gave investors an excuse 
for caution after the recent 
strong performances of Euro- 
pean and US bourses. 


The Tokyo stock market 
managed a 3 per cent rally, 
on the back of hopes of a 
permanent income tax cut 
and comments from prime 
minister Ryu taro Hashimoto 
that the Japanese govern- 
ment would take serious 
action to tackle the 
country's weak banking 
system. 

The yen moved back above 
the Y14 OH level, giving some 
relief to Aslan currencies, 
while the Pakistan bourse, 
hit by the weekend devalua- 


tion of the rupee, rebounded 
8.46 per cent 

But the yen's strength was 
little help to European 
equity markets, which nor- 
mally prefer a stronger US 
dollar. The losses on Euro- 
pean bourses were fairly lim- 
ited and seemed largely to 
reflect a Spot of profit-taking 
after the record-setting 
levels seen on Monday. Zur- 
ich, however, inched forward 
to a new high. 

Neither the dollar nor the 
Treasury bond market took 


any inspiration from the US 
strike on an Iraqi radar 
installation, which might 
have been expected to have 
some “safe haven" effects. A 
much weaker-than-expected 
Chicago purchasing manag- 
ers index, which appeared to 
point to a slowing US econ- 
omy, also had little Impact 
Walt Disney led Wall Street 
lower, as analysts cut 
estimates. 

John Brennan, ch a ^ TTri * |n 
of Vanguard, the giant US 
fund management group. 


takes a cautious view of 
prospects for the US equity 
market, pointing out that 
the dividend yield is at an 
historic low, the price-earn- 
ings ratio at an all-time high 
and that investor returns 
since 1882 have been among 
the highest in history. 

Modem investors are used 

to little else, he points out 

“At the start of the bull mar- 
ket in 1982, the total 
invested In all US equity 
mutual funds was Just $75bn- 
That is less than our two big 


index funds are worth 
today," he says. 

However there were no 
signs of such worries at 
Deutsche Bank, which pro- 
duced same bullish forecasts 
for 1999, arguing that the 
Dax currently around 5,900, 
can reach 7,000 next year as 
could the FTSE 100 index, 

currently around 5,800. Deut- 
sche also sees the CAC 40 in 
Paris moving above the 5£00 

level in 1999. 


World markets review, Page 4! 


Disney drops 
sharply as 
Dow slips 


Zurich inches to new high 




US shares moved lower In 
active midsession trading 
with a number of leading 
stocks singled out by the 
sellers, writes John Labate in 
New York. 

By early afternoon the 
Dow Jones Industrial Aver- 
age had lost 4335 at 8354.01, 
while the broader Standard 
& Poor’s 500 index was 338 
lower at 1,134.61. The Nasdaq 
composite, weighted in tech- 
nology shares, fell 8.43 to 
1882.65. 

A handful of major shares 
In the Dow cast a cloud over 
trading. Walt Disney tum- 
bled S6tt or 5.9 per cent to 
$106!A after Prudential and 
Morgan Stanley cut back 
their earnings estimates. 
Johnson & Johnson also fell 
sharply, down S2% to $74*4 
one day after regulators 
issued a warning about one 
of the group’s drug products. 

Yesterday marked the 
start of a two-day meeting of 
the Federal open market 
committee. Although expec- 
tations are high that interest 
rates will be left alone, over- 
seas factors, particularly the 
value of the yen against the 
dollar, put the bond market 
under pressure. 

The long bond came off A 
at 106%, lifting the yield to 
5.689 per cent, in spite of sur- 
prising weakness in the lat- 
est report by the Chicago 
Association of Purchasing 
Management 

Technology shares pulled 


back, with semiconductor 
shares foiling sharply. The 
Philadelphia Stock 
Exchange's semiconductor 
index was off 129 per cent to 
24630, with Intel down $2 to 
$732. 

Shares of Microsoft fell 
$1& to $106% after Morgan 
Stanley Dean Witter said the 
stock could move lower 
because of its NT 5 product 
Computer makers slipped as 
well. Dell Computer came off 
$1 to $93%. 

The merger announcement 
between Hilton Hotels and 
Grand Casinos sent both 
stocks sharply lower. Grand 
Casino fell more than 5 per 
cent to $17%, while Hilton 
lost $1% to $29%. 

TORONTO traded nar- 
rowly ahead of today's 
national holiday. Volumes 
were on the thin side In the 
morning session. The 300 
composite index was down , 
28-38 at 7381 at noon. 

Golds pushed higher In the 
wake of a steadier bullion 
price, but the other heavy- 
weight sector, the banks, 
lost ground on renewed 
interest rate concerns. 

Barrick Gold rose 50 cents 
to C$27.70 and Placer Dome 
put on 30 cents at C$16.75. 
Among banks. Royal Bank of 
Canada shed 20 cents at 
C$89.10 and Canadian Impe- 
rial fell 35 cents at C$4835. 

Alcan Aluminium 
retreated 70 cents to C$40.10. 
BCE dipped 30 cents to 
C$03.15 and Northern Tele- 
com 45 cents to C$8230. 


Sao Paulo climbs again 


SAO PAULO pushed higher 
in early trading with the 
Bovespa index racking up a 
midsession gain of 141 or 12 
per cent to 9,745 in fairly 
subdued volumes. 

Brokers said investors 
were picking up where they 
left off on Monday when the 
benchmark index ended 0.5 
per cent higher, but there 
was no weight of buying. 

Among blue chips, Tele- 


brSs put on 1.9 per cent to 
R$127 and EJetrobrfis gained 
2 per cent to R$35.40. Petro- 
brds was little changed at 
RS215. 

MEXICO CITY tracked the 
improving trend of oil prices. 
Shares pushed higher led by 
heavyweight Telmex, which 
added 35 centavos to 21.40 
pesos. At midsession, the 
LPC Index was up 80.44 or 1.9 
per cent at 4365. 


Jo ’burg steadier after falls 


SOUTH AFRICA 


End-of-quarter demand late 
in the session helped Johan- 
nesburg limp to a steadier 
dose after the dramatic cur- 
rency-led foils of recent ses- 
sions. 

At the close, the all share 


index was up 3.4 at 6,771.6 
helped by another solid day 
for golds. Industrial shares 
fell 56.1 to 8326.8 and finan- 
cials lost 40.4 at 11,913.6. 

Golds continued to benefit 
from a steadier bullion price. 
The sector index rose 4.4 per 
cent to 872.4. 


HJR0PE 

A firmer dollar helped 
ZURICH to maintain Its 
record-setting momentum 
Into a second straight day, 
but only just, as losses in 
Nestl6 and the pharmaceuti- 
cals sector put a cap on the 
advance. The SMI index set- 
tled 0.1 higher at 7382.0. 

Shares of the merged UBS, 
which account for around 15 
per cent of the blue-chip 
index, rose SFrl4 to SFr564 
in the wake of a number of 
recommendations. CS Group 
gave up SFr250 to SFT33730, 
although analysts said that 
the banks were little moved 
by the threat of sanctions in 
some US states unless they 
are able to convince critics 
of significant progress to 
meet the demands of Holo- 
caust victims. 

Swiss Re, which pays a 
dividend of SFr44 today, 
jumped SFr75 to SFr3,836. 
But Baloise gave up SFr21 to 
SFrI342. 

Swiss Life put on SFr49 to 
Sfrl384 and SAtrGroup was 
SFrll.50 higher at SFr499: 
both become SMI constitu- 
ents today. 

ABB, volatile on Monday 
amid rumours of fundamen- 
tal changes to the manage- 
ment structure of the group, 
added SFr5 to SFr2,240 as 
the chairman, Percy Bame- 
vik, sought to play down the 
story. 

SGS tumbled SFr66 to 
SFI2371 as the inspections 
and testing group said it 
would not make a public 
share buyback offer this 
month. 

FRANKFURT ran into 
profit-taking after Monday's 
peak, with the market also 
pulled down by an 8 per cent 
foil in Veba. The Xetra Dax 
index pulled back 91.90 to 
5,841.83. Veba dropped 
DM10.60 to DM11830 as the 
chief executive, Ulrich Hart- 
mann. said that the diversi- 
fied utility would probably 
foil to post 10 per cent profit 
growth this year or next He 
added that it would take a 
couple of years before the 
group met its goal for return 
on capital. 

Karstadt was another 
laser, down DM35.50 to 
DM873, continuing a fall that 
began on Monday after Mor- 
gan Stanley removed the 
share from its European 
model portfolio. 

In the opposite direction. 
Herlit2 climbed DM7 to 
DM92 after the office supply 
company laid out plans to 
cut jobs and dose some facil- 
ities. The group added that it 
would focus on sales In cen- 
tral and eastern Europe. 

PARIS ended lower, paring 
early gains that at one stage 
pushed the CAC 40 index up 
to a fresh record high. Turn- 
over was heavy at FFrl7.6bn 



and the benchmark finished 
off 44.79 at 4303.45. 

Valeo, buoyed lately by a 
big US takeover, ran Into 
profit-taking, slipping 
FFr34.00 to FFr618. There 
was heavy selling at Sod- 
exho Alliance after Monday's 
disappointing results from 
the caterer sparked a wave 
of brokers downgrades. The 
shares came off FFr66 or 63 
per cent to FFn.143. 

Oils rallied, with Total up 
FFr5 at FFr790 and Elf Aqui- 
taine FFr18 better at FFr853 
on a slightly better day for 
international oil prices. 
Ranke benefited from a Mor- 
gan Stanley upgrade. Pari- 
bas gained FFH> to FFr651 
and Sodfttfi Generate FFr13 
to FFr1358. 

Mlchelin lost FFr4 at 
FFr350 on news of a South 
African tyre acquisition. 
News of a Spanish takeover 
lifted Dexia FFrll to FFr813. 
Strikes at Its theme park 
sent EuroDisney down 35 
centimes to FFr12. 

Saint-Gobain fell FFr42 or 
33 per cent to FFrl,l2l. In a 
generally dull European 
hotels sector, Accor lost 
FFr46 to FFr1392. Air Liq- 
uide gave up FFr40 to 
FFr1,000. 

AMSTERDAM edged 
higher. The AEX index 
improved 2.44 to 1300.30 
with Aegon and KLM provid- 
ing most of the day’s upside 
drive. 

Aegon jumped FI 730 or 
43 per cent to FI 177 follow- 
ing a busy day for call 
options in the derivatives 
market 

Share buyback talk contin- 
ued to lifted KLM which 
gained FI 330 to FI 82.60 for 
a two-day gain cxf more than 
8 per cent 

Akzo Nobel hardened 
FI 4.40 to FI 45230 ahead of 
today's share split Unilever, 
removed on Monday from 
Goldman Sachs’ global prior- 
ity list foil a farther FI 430 
to FI 161.40. 

TNT Post the framer KNP 
postal operations, built on 
Monday's successful first 
day of trading, adding a fur- 
ther FI 130 to FI 52. 

MADRID ran into modest 
profit taking and the general 


Tokyo keeps upward momentum 


ASIA PACIFIC 

Japanese equities surged in 
unusually heavy volumes os 
traders In TOKYO shuffled 
their portfolios on the eve of 
the third quarter, writes 
Alexandra Homey. 

The rise marked the fifth 
consecutive day of Improve- 
ment for the market and the 
most sustained upward 
move since January, when 
the market managed a six- 
day improvement 

The Nikkei 225 Average 
jumped 3 per cent or 46434 
to 1533037, after moving 
between 15,462.24 and 
15330.47. Volume soared to 
520m shares. 

Heavy industries such as 
steel were the most heavily 
traded sectors. Analysts said 
this was based on the com- 
panies' aggressive restruct- 
uring. 

Nippon Steel was the day's 
mast active stock, adding Y8 
or 3.4 per cent at Y244. 
Kawasaki Steel rose Y9 or 
3.7 per cent to Y250. Both 
companies have recently 
introduced early retirement 
programmes to cut costs this 
year. 

NKK, which announced it 
would close some of its 
stainless steel operations. 
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Store price (M3 
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improved 5.6 per cent or Y7 
to dose at Y133. Iron and 
steel stocks overall gained 
23 per cent. 

The banking sector fin- 
ished up 2.4 per cent. The 
Long-Term Credit Bonk 
(LTCB), which has said it 
hopes to merge with Sumi- 
tomo Trust, fell Y16 to Y81 
after bitting a low of Y50 last 
week. 

The Topix index of all 
first-sector shares was up 23 
per cent or 28.16 at 13303a 
In 0»ka , the OSE climbed 
336 to 16,650. 

SYDNEY shot forward on 
the back of an upsurge for 
News Corp which ended 


ASL08 or 8 per cent higher 
at A313.18 and helped lift the 
All Ordinaries index by 473 
to 2,688.4. 

News touched a record 
high of AS13.65 at one stage 
in a day of hectic trading as 
investors warmed to the 
media giant's plans for float- 
ing part of its US operations. 

BHP rallied, adding 46 
cents to AS 13.65. Banks were 
mixed with ANZ off 9 cents 
at A$ 11.14, but Common- 
wealth advanced 41 cents to 
AS1834. Telecoms leader Tel- 
stra rose 6 emits to AS4.14. 

KARACHI rebounded on 
news that the supreme court 
had thrown out a govern- 
ment petition accusing Hub 
Power, the country's largest 
private power plant, of over- 
charging. 

The legal manoeuvring 
over Hub Power had cast a 
shadow over the market in 
recent weeks and analysts 
said that the court's decision 
was likely to restore a sub- 
stantial measure of confi- 
dence among investors. 

The KSE 100 index, which 
fell 73 per cent on Monday 
after the weekend devalua- 
tion of the rupee, picked up 
68.58 nr 8.46 per cent to 
879.61. 

JAKARTA jumped 3.4 per 


cent as strong foreign 
demand for bine chips was 
Inspired by a stranger yen. 
The composite Index ended 
up 1439 at 44532. 

Brokers said the advance 
was also due to possible win- 
dow-dressing by companies 
trying to raise their share 
prices to improve their 
financial reports for the first 
half, which ended yesterday. 

Telkom, which accounts 
for 20 per cent of the mar 
ket’s total capitalisation, 
recovered to end Rpl25 
higher at Rp4,175 from an 
early loss of RplOO in morn- 
ing trade. 

BANGKOK ended lower 
after disappointing economic 
data. Bangkok Bank, the 
day's most active share, fell 
Bti3S to Bt4350. The SET 
index came off 438 at 266.92. 

SINGAPORE dosed lower 
as Investors- were unim- 
pressed by the government's 
$2bn economic stimulus 


The absence of tax cuts 
and individual rebates in the 
package led to a sell-off and 
thft straits Times industrials 
index closed down 18.®, or 
1.7 per cent, to 1,06636. 

Singapore Press was 
among the leading losers, 
falling 70 cents to S$ll30. 


index gave up 7.40 at 888.42. 
Volume stayed subdued. 

Most investor focus was on 
shares that managed to buck 
the downward trend. Corpar- 
acian Financiers Alba, weak 
lately an news that it was 
being demoted from the 
benchmark index, added 
Ptal20 to Ptal6300. 

Argentarla rose Pta90 or 
2.7 per cent to Pta3,440 fol- 
lowing news of its strategic 
agreement with Dexia, the 
Franco-Belgian group which 
Is taking a 40 per cent stake 
in Argentaria's Banco de 
Credits Local offshoot 

mit,an ended lower as the 
introduction of a capital 
gains tax weighed on senti- 
ment The US attack an an 
Iraqi missile site also 
affaetori share prices and the 
Mibtel index fell 136 or 03 
per cent to 22327. 

Eni, the utility, was helped 
by the rise in crude oil 


prices, which were lifted by 
the US air attack. The shares 
dosed L7 to U.1,580 on late 
buying. 

Flat closed down L233 or 
23 per cent to L7304. Honor- 
ary chairman Qianni Agnelli 
said he wanted to keep the 
family holding in the indus- 
trial group, which is cur- 
rently about 80 per cent as 
higi as possible. 

STOCKHOLM closed 
almost fiat with the general 
index up 0.88 to 3,672.44. 
Ericsson closed up SKTL5 to 
SKr233 on a rally In technol- 
ogy stocks trimming losses 
in the US. Astra, the drags 
grasp, fell SKr03 to SKrl63. 

The forestry sector 
retreated an concerns over 
pulp prices. The sector sub- 
index was the worst per- 
former of the day, fanfag 1 
per cent 

The jump to ail prices fol- 
lowing the US miggite attack 
in southern Iraq helped 
OSLO. The Total index rose 
519 to 139738 on late buy- 
ing. 

Orkla, which had been 
sold off earlier this year, 
rebounded NKr7 to NKrl79. 
News that Hartwall, the 
Finnish drinks group in 
which Orkla hna a stake, had 
signed a 20-year deal with 
PepsiCo to manufacture and 
distribute drinks in Finland, 
also supported the shares. 



Written and edited by 
Michael Morgan* Jeffrey 
Brown, Emlko Terazono and 
Paul Gregan 


Milan wilts in 
political heat 

Italy’s early summer 
heatwave has taken same of 
the whine out of the Milan 
stock market 

For the first four months 

of this year, Milan outper- 
formed its European peers, 
with the broad Mibtel index 
showing a 57 per cant rise, 
peaking on April 6. Since 
then it has fallen back, trim- 
ming the gains from the 
start of the year to 35 per 
cent Paris and Frankfurt 
which h ftd both lagged Milan 
in the first quarter, have 
now overtaken Italy. 

Underlying sentiment 
remains positive, say Milan 
dealers, though they admit 
the bolsa has lost some of its 
appeal compared to France 
or Germany. Now that Italy 
has made it to to European 
Monetary Union, the market 
has again focused on more 
traditional domestic and 
international issues that 
have wiped away the Euro- 
euphoria of the first months 
of the year. 

Political uncertainties 
have revived after a vote on 
Nalo enlargement that split 
both the governing coalition 
and the opposition. Romano 
Prodi, the prime minister 
who piloted successfully the 
country into Emu against 
heavy odds, is facing rum- 
blings of discontent within 
his majority and on the 
labour front 

Worries over economic 
growth, unemployment gnfl 
public finances have resur- 
faced. Confindustrla, the 
employers confederation, 
predicts below-target gross 
domestic product g row t h of 
23 per cent this year, while 
unemployment rose to 123 
per cent In April 

The market has also had 
to contend with the intro- 
duction far the first time of a 
capital gains tax on stocks 
and a heavy flood of new 
public offers totalling about 
L19,000bn ($l0.8lbn) topped 
by the government’s 
Li2,800bn sale of a fourth 
tranche of shares in Eni, the 
oil and gas group. 

However, the majority of Paul Betts 


bankers remain relatively 
confident of the market’s 
longer-term prospects. They 
talk of "passing summer 
showers'* that are unlikely 
to alter the fundamentals. 
Interest rates are con t inuing 
to fall The Bank of Italy is 
expected to reduce further 
its discount rate below 5 per 
cent. 

The appeal of once high- 
yielding bonds ban disap- 
peared, pushing Italy's huge 
army of small savers into 
equities. The market's capi- 
talisation now amounts to 
about 43 per cent of GDP. 
Barely three years ago it was 
still under 20 per cent. The 
fourth Eni tranche was 
heavily oversubscribed. A 
public offer by Beghelli. a 
medium-sized company spe- 
cialising in electronic safety 
devices, was 27 times over- 
subscribed. 

Corporate attitudes are 
chang in g in Italy. The new 
privatised stock exchange 

haa been aHnrniing down red 
tape to attract mare compa- 
nies to the market So far 
this year, there have been 17 
new listings compared with 
only 13 for the whole of last 
year. 

The summer is likely to 
remain hot - especially in 
the political circus atmo- 
sphere of Rome - but the 
market is still optimistic it 
can rise further. 
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The world market for software packages that help 
1 ; companies manage and plan business functions 
more efficiently is worth more than $14bn and 
growing fast, reports Paul Taylor 

Better routes for 

decision-makers 

’ . ■ 

E nterprise Resource are all about improving 1 efficiency problem - which has encoura§ 

M a n agement software and effectiveness. 'At the end of many companies to buy new 
packages have taken the the day. they enable managers to software, rather than adapt 
corporate market bv make bettor rtwrisirnin" pvicHn<y mriramw 


E nterprise Resource 

Management software 
packages have taken the 
corporate market by 
1 storm, propelling ERP developers 
such as Germany's SAP group 
into the top tier of global 
software companies and making 
fortunes for the management 
consultants, computer services 
groups and IT professionals who 
implement new systems. 

- ERP systems, including those 
implemented by huge 
mul tina tio nals as well as a 
growing number of s mall and 
medium-sized companies, have 
become crucial to the 
management of a wide range of 
business functions. ERP software 
is used by companies to manage 
and plan business functions from 
order processing to 
manufa cturing and from 
accounting to personnel. 

“ERP is an umbrella term for 
integrated business software 
systems that power a co r por a te 
information structure, 
controlling a broad range of 
activities, ranging from the - 
procurement of supplies to shop 
Door manufacturing and 
financial accounting, " says JD" 
Edwards, a leading ERP vendor. ‘ 
(see software report, page 15). 

ERP is the logical extension of 
a long valued approach to 
efficient manufacturing processes 
- Manufacturing Resource 
Planning (MRP) software. . 

Indeed, ERP grew out of the 
MRP software of the 1970s and is 
ah extension of the MRPII 
software of the 1980s. 

Today, it provides the “glue” to 
bind management Auctions 
across geographic sites and the 
increasingly complex • 
heterogeneous networks that • 
form the “nervous backbone” of 
big companies such as Boeing, 
Microsoft and Shell OiL 
“ERP systems are tools to 
reduce processing costs, such as 
raising a purchase order,” says 
Dave Anderson, Oracle's director 
of applications in the UK- “They 


are all about improving efficiency 
and effectiveness. At the end of 
the day. they enable managers to 
make better decisions.” 

Indeed. ERP 35 a concept has 
entered the lexicon of the 
boardroom and is often 
associated with business 
re-engineering programmes - one 
reason why the big management 
consultancies have slzed-up ERP 
system implementation as a line 
of business. 

As JBA, the UK-based ERP 
software vendor notes: “ERP can 
be defined as a b usiness 
approach that starts in the 
boardroom and permeates the 
entire organisation. It is a 
combination of business 
processes and the supporting or 
enabling technology." 

Last year, the ERP software 
market grew by around 20 per 
cent to about $14.4bn, according 
to figures from International 
Data Corporation, the market 
research firm, with many of the 
market leaders including SAP, 
Peoplesaft and Baan of the 
Netherlands growing even faster. 

“The market for ERP systems 
is extremely buoyant,” says Mr 
Anderson. Oracle is another 
leading software supplier in the 
ERP market Mr Anderson argues 
that increasing business 
complexity is an important driver 
behind the rapid adoption of ERP 
systems, particularly among top 
tier multinationals. 

Among other key factors 
driving demand higher are: 

□ Moves by companies to 
control escalating' information 
technology costs. 

□ The shift from pr o prie ta ry 
.mainframe systems toward 
industry standard hardware and 
client/server systems built 
around the Microsoft Windows 
NT operating system. 

□ The shift from bespoke 
software applications developed 
in-house towards the use of 
’off-the-shelf packages. 

□ The so-called “Millennium 
bomb" - the year 2000 software 
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problem - which has encouraged 
many companies to buy new 
software, rather than adapt 
existing packages. 

□ The introduction of the euro 
currency. 

The last two factors, in 
particular, have spurred adoption 
of ERP systems over the past two 
years as companies and other 
organisations across a wide 
range of industries have grappled 
with the issues of year 2000 and 
Emu-compliance and decided 
sometimes to replace ageing 
legacy systems rather than 
attempt to fix date codes. 

“The year 2000 issue has been 
an important catalyst for ERP." 
says Andreas Bottema of Baan. 
the Dutch ERP group which 
recently extended the finance 
capabilities of its BaanSeries 
software through the acquisition 
of Britan's Coda group. 

Early adopters of ERP software 
implemented systems for 
competitive advantage, but 
specialist IT consultants, such as 
Axon argue, that ERP has moved 
into the business mainstream. 
“ERP is an entry ticket to play 
tbe game,” says Mark Hunter, 
founder and chief executive of 
Axon Solutions, the UK-based 
technology consultancy with 
particular expertise in SAP. 

Uniquely in a software • 
industry dominated by US giants 
such as Microsoft, Computer 
Associates and Oracle, European 
software developers have 
emerged among the leaders of tbe 
ERP market Aside from SAP, 
which, with more than 60 per 
cent market share, is far and 
away the dominant player in the 
fast-expanding ERP market, Baan 
of the Netherlands haw also been - 
growing quickly. 

With around a 13 per cent 
share of the global ERP software 
market Baan ranks number 
three in the world behind SAP, 
and Oracle of tbe US. but ahead 
of US rivals. PeopleSoft SSA and 
JD Edwards. 

Last year, Baan. whose suite of 
ERP applications is designed to 
meet the requirements of a wide 
range of sizes of company, 
reported a 65 per cent increase in 
revenues to S684m. Profits more 
than doubled to $77J2m. 

Meanwhile, SAP, its bigger rival, 
reported a 62 per cent increase in 
sales to £L36bn and a 63 per cent 
increase in profits to 9519m. 

Shares in the group which is 
based in Walldorf, southern 
Germany, have soared over the 
past few years as it has 
strengthened Its hold over the 
market “SAP is still the 



undisputed king of the hill' in 
terms of its share of the business 
applications market and. product 
scope,” says Ovum, the 
London-based IT consultancy in a 
new report 

S AP will remain the 
market leader in the 
business application 
arena for the foreseeable 
future. “ says Dennis Keeling and 
Laurent Lachal, authors or the 
Ovum report “Its R/3 product 
suite may not be the most 
exciting client-server solution, 
but it is certainly tbe most 
robust scalable and proven one.” 
Its growth has made SAP, 
which was founded 26 years ago, 
one of the four biggest German 
companies in terms of market 
capitalisation and the fourth 
largest independent software 
group in the world. 

However, the analysts want 
that SAP’s slow approach 
towards “componentisation” - 
splitting ERP program suites into 
their constituent parts, enabling 


customers to “mix and match” 
products - “could leave the door 
open to more nimble 
competitors." 

The move towards separating 
out ERP systems into separate 
but tightly Integrated 
components bound together by a 
core database is a key trend 
wi thing the ERP software sector 
and one which is endorsed by 
mast users because it enables 
them to pick “best-of-breed” 
components for different 
functions. 

“SAP will find it bard to 
maintain its growth rate and 
influence as alternative solutions 
from competitors become well 
known," cl aims Mr Keeling. 

Today. SAP’s fastest growth is 
in the public sector, in aerospace 
and defence, and in banking and 
finance. Germany. Japan and tbe 
US are its biggest markets but it 
is attacking other countries, 
including the UK, where it has 
won big contracts with such 
corporate behemoths as British 
Aerospace and Barclays Bank. In 


the current year it plans to 
expand its workforce by almost 
40 per cent, creating 5.000 jobs. 

Most of SAP's clients have 
been large multinationals, while 
Baan has sold mainly to smaller 
and medium-sized companies. 

But it often takes 18 months to 
implement a full SAP system and 
may involve the overhaul of 
existing business systems. That 
has prompted complaints that 
management consultancies and 
computer services companies are 
the big winners from industry 
growth. 

In response. SAP and its 
partners have developed products 
and “methodologies" to make 
implementation quicker and 
easier. “Ten years ago you had to 
be a rocket scientist to 
implement an ERP system, but 
that is not true today." says 
Axon's Mr Hunter. 

Meanwhile, with the market 
for ERP systems among the 
biggest companies beginning to 
show signs of saturation, SAP 
and other ERP vendors are 
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turning their attention toward 
the much broader and largely 
untapped medium and smail-size 
companies. This is essential if 
they are to maintain the rapid 
growth chat they are currently 
enjoying. 

“The Fortune 500 market is 
limited, and smaller companies 
can't afford to spend S50m on 
implementation.” says Tim 
Harmon, senior programme 
director at Meta Group, the 
independent analysts. 

"We are also seeing more 
decisions by user organisations 
to implement a solution that 
involves either no changes or 
with only 10 per cent 
modification, so that they can 
control the implementation. 
Their focus is to get it working 
and then go back after the fact to 
re-engineer more business 
processes." 

Meanwhile. Gartner Group, tbe 
independent analysts, has 
developed the concept of 
“effective functionality", which is 
the measure of how quickly, and 
therefore effectively, an 
application's functionality can be 
deployed. 

Another approach is to 
integrate third party solutions in 
areas where they offer 
competitive advantage. "We 
expect people to use a large suite 
for most systems, but to work 
harder on redefining processes in 
areas where there is competitive 
advantage.” says Jonathan 
Chevalier, head of strategic 
development at Druid Group, the 
management consultancy. “They 
will use a best-of-breed software 
package to support them in order 
to differentiate themselves from 
their competitors." 

ERP software developers could 
also face another challenge. With 
the deadline rapidly approaching 
for achieving year 2000 and Emu 
compliance some analysts and 
companies have suggested that 
the ERP market could slow 
markedly next year. SAP. in 
particular, has warned that its 
growth rate in the second half of 
1998 nil! slow. 


■— Focus on enterprise 
computing: 

FT correspondents Interview the 
chief executives of leading 
software companies - Symantec 
(see page 31 pins JD Edwards and 
PeopleSoft, page 15 
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Tbe promise of networked commerce. 
Stronger customer relationships. 

Tbe ability to rapidly respond to 
a constantly changing marketplace. 
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Which is why Cisco Powered Nerwork 
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Microsoft's victory in its injunction 
appeal may have undermined the US 
Justice Department’s antitrust case, 
writes George Black 

Good week for Microsoft 



How high tech sectors osrtpstfbrm 
Kates refusal • 

180 ' • '• 
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NEWS UPDATE 


StfToctnbtogy 


News that a US appeals 
court bad lifted the injunc- 
tion against Microsoft's 
packaging its Internet 
Explorer browser with the 
Windows operating system 
sent the company's share 
price soaring last week to a 
new high of $102^. 

The appeals court decision 
raises doubts about whether 
the Justice Department will < 
succeed in its larger anti- i 
trust action against Micro- I 
soft, which is backed by 20 t 
states. □ 

Microsoft may not yet be T 
entirely off the hook in its ti 
legal battles with US trust > at 
boaters, but last week's deci- 
sion by the Washington sa 
appeals court which over - th< 
turned an injunction to fore- bu 
ing Microsoft to separate its the 
Internet browser program Mit 
from Windows 95, was none- 7 
theless a significant victory, inv) 
The appeals court sup- fist 
ported Microsoft's conten- syst 
tion that the browser was laur 
closely Integrated with Win- M< 
dows and not a separate pion 
product. This contradicts whit 


ANTITRUST ACTION 


sals what is apparently an essen- 
tnc- tial element of the case 
tt's brought by the Justice 
ret Department, which argues 
he that Microsoft is unfairly for - 
>m cing personal computer man- 
re ufacturers to take the 
a browser when they buy Win- 
dows . 

n The appeals court, which 
r was split two-to-one, con- 
J demned the injunction i 
- Imposed by Judge Thomas t 
■ PeoBeJd Jackson, who is due 
i to hear the Justice Depart- a 
meat's cose in September, q 
The court said the Izuunc- N 
tion was both procedural^ fa 
and substantively in error. vi 
The Justice Department is 
said it was disappointed by bo 
the appeal court's decision nil 
but remained confident that ft 
the antitrust case against str 
Microsoft would succeed. f 
The decision does not eg? 
involve Windows 98, the lat- uth 


sen- Microsoft's entry into that 
ase market sector, has 
ice announced that it intends to 
tes change direction and concen- 
or~ Irate on promoting elec- 
m- tronic commerce, 
ie Its Navigator product has 
n- been severely affected by the 
contest against Microsoft 
h since it was forced in Janu- 
i- ary to follow the leader and 
i offer its browser software 
> free to users. a 

• Last year. Netscape made £ 
a net loss of $H5.5m and last a 
quarter it just broke even, n 
Not long ago a stock market □ 
favourite, it is now widely li 
viewed with scepticism and <x 
is struggling to convince sc 
both the investment commu- 
nity and the IT industry that nc 
it has a viable long-term bn 
strategy. ho 

Presenting that new strat- the 
egy to the media, chief exec- the 
utive officer Jim Barksdale cas 


est version of the operating likened the electronic corn- 


system, which has just been 
launched. 

Meanwhile, Netscape, the 
pioneering browser vendor 
which has been hurt by 


merce market to a “land 
grab, with businesses rush- 
ing to stake out their territo- 
ries on the Net'* Netscape’s 
new role will be to provide 


that Internet commerce services 
has and attract many more 
s to people to its Internet site 
xn- where they will be linked op 
lee- to other businesses. 

The company intends to 
jas produce new electronic com- 
be merce software by the end of 
3ft the year and will issue credit 
iu- cards for online purchasing, 
id When registered with Net- 
re scape, consumers will be 
able to buy goods from other 
le sites with their credit rating 
;t already approved. Traders 1 
l will benefit by knowing | 
t more about the interests and ' 
r lifestyles of customers who 
! oome to them through Net- ft 
scape, says Mr Barksdale. U 
However. Netscape has by ne 
no means given up the th 
browser war and claims to ve 
hold around 60 per cent of nei 
the market It believes that cez 
the prospect of the antitrust cor 
case may be influencing PC Iasi 
manufacturers to be mare by 
willing to adopt its browser wit! 
alongside Microsoft's. IBM, Vi 
Gateway and NBC have said the 
they intend to offer users a ceni 
choice of browser. usln 


RESEARCH DIGEST • By .G^e Black 

Unix ‘overtaken’ by 
Windows NT 


- Windows NT has overtaken 
Unix as the most popular 
network operating system in 
the UK says the annual sur- 
vey of the industry by Ban- 
ner. It is installed in 4&5 per 
cent of large organisations, 
compared with 30.68 per cent 
last year, while Unix is used 
by 46.4 per cent compared 
with 39.88 per cent last year. 

. Windows 95 dominates an 
the desktop with 88.18 per 
cent of large organisations 
using it compared with 6&3 : 
per cent in 199 7. j 


at all about the euro. These 
are the main finding s of a 
survey carried out far Uni- 
sys (uwwMTtisffs.com), the 
information systems com- 
pany, which supplies techni- 
cal solutions to many finan- 
cial institutions. 


Now it’s Intel’s turn 


Intel now faces antitrust 
legal action in the US. paral- 
leling the case against 
Microsoft 

The Federal Trade Com- 
mission is filing a lawsuit 
against the world's largest 
chip manufacturer, alleging 
that it is using its monopoly 
position to try to lock others 
out of the market and pre- 
vent competition. 

The FTC's lawsuit cites 
three cases In which Intel 1 
has withheld or threatened c 
to withhold information t 
from customers viewed as p 
potentially competitive, ti 
These cases involved patent r 
disputes between Intel and h 
systems manufacturers li 
Intergraph. Digital and Com- ii 
Paq. g 

The three claimed that d 
Intel's refusal of access to s 
information on chip designs o] 


it damaged their competitive 
I- position. Intel has not denied 
t withholding information, but 
argues that it is within its 
- rights to do so and that the 
FTC cannot force It to share 
its intellectual property or to 
do business with any partic- 
ular company. Intel also 
argues that the FTC has not 
shown that competition has 
been affected by its actions. 

As with the Microsoft case. • 
the FTC's action is bound to ( 
create great uncertainty in < 
the IT industry over a long t 
period. Observers say that L 
the case against Intel is nar- t 
rower than that against v 
Microsoft and in some ways K 
less persuasive. Intel faces o 
increasing, though still mar- k 
ginal, competition in the 
chip market, whereas Micro- o 
soft’s monopoly position in b 
operating systems grows ai 


e ever stranger. However, this 
d does not mean that the 
t FTC’s specific charges wifi 
s not stick: A federal judge in 
! Alabama ruled In April that 
i Intel had abused Its monop- 
oly power by withholding 
information from Intergraph 
to prevent it competing with 
Intel's graphics chips. 

The Intel case, like that 
against Microsoft, has i 
sparked a public debate. Fed- < 
eral Reserve chairman Alan i 
Greenspan said tbat anti- i 
trust officials should not i 
indulge in “heavy" regula- p 
tion which would stifle inno- 
vation and wealth creation, ii 
He questioned the ability of si 
officials to forecast how mar- p 
kets would evolve. n 


essary to stop it abusing its 
monopoly power by compel- 
ling the comp u ter Industry 
to buy its products. A pre- 
liminary bearing is sched- 
uled for July 10. 

□ Meanwhile. Intel is this 
week launching its new 


Race to go onflne 

Internet usage will -grow 
rapidly in the next few years 
as companies adopt the 
Internet protocol (IP) for 
electronic commerce, says 
Schema, the UK-based con- 
sultancy. Hie Internet “rep- 
resents the fastest-ever 
take-up of new technology," 
notes its report. Three mil- 
lion European companies 
will be engaging In elec- 
tronic commerce by 2003 and 


. Piracy rate cut 

i . Software piracy has been 
r reduced in western Europe 
3 to 39 per cent of the total 
1 from 43 per cant last year, 
according to a survey for the 
Business Software Alliance. 
The UK has the lowest rate 
in western Europe at 31 per- 
cent, Greece the highest at 
73 per cent Eastern Europe 
has the world's highest pro- 
portion of illegal copies at 77 
per cent. Worldwide, the 
software industry lost 
$il.4bn last year through 
Illegal copying. i 

Internet Mtsphony f 

set to boom I 


Xeon chip, despite reports of it will make up around a 
bugs in the new high-pow- quarter of their revenue. 


ered microprocessor. But 
Intel explains that all new 
chips have bugs and that the 
process of debugging and 
improving performance inev- 
itably continues even after a 
product is in the market 
The Xeon Pentium H chip 
is at the heart of Intel's new 
strategy to segment the com- 
puter chip market ottering 
more basic products for low- 


6efmany*s SAP ‘still 


But William Baer, director cost personal computers, and 
of the FTC's competition higher-priced, more powerful 


bureau, insisted that the 
action against Intel was neo- 


chips for advanced servers 
and workstations. 


THE MILLENNIUM ‘BOMB’ 


Warning of a ‘blitz of calls’ 


Worries over the year 2000 
computer date problem con- 
tinue to trouble the IT and 
business worlds, just six 
months before preparations 
should be completed in the 
view of most experts. 

The UK’s House of Com- 
mons Public Accounts Com- 
mittee chairman David 
Davis expressed concern 
over the progress or the gov- 
ernment’s preparations. 

The Central Computer and 
Telecommunications Agency 
said the government would 


not be fully ready for the 
date change until December 
1999. 

The Audit Commission 
said the National Health Ser- 
vice’s year 2000 project bad 
ralien seriously behind 
schedule, though the public 
services minister David 
Clark responded that the 
Commission had under-esti- 
mated the steps which bad 
been taken. 

The US Securities and 
Exchange Commission 
intends to require more dis- 


closure by public companies 
on their year 2000 status for 
the benefit of investors. 

Many banks are not 
addressing the problem ade- 
quately, according to Swiss 
Bank Corporation official 
Andy Siciiiano. He told tbe 
forex conference in Geneva 
that Japanese banks were 
especially backward. 

Also the shipping and 
ports sector is said to be 
slow in tackling tbe prob- 
lem. Awareness to tbat sec- 
tor Is “below average," says 


Mark Holfbrd, a director of 
Thomas Miller Risk Manage- 
ment, and there was little of 
the necessary co-operation to 
find solutions. 

Companies are failing to 
anticipate a “potential blitz” 
of enquiries about year 2000 
problems. Their call centres 
will be unable to cope, 
warned David Studd, direc- 
tor of software developer 
Information Management 
Associates, at the recent 
Telebusiness conference in 
London. 


The SAP software group is 
still undisputed leader in the 
business applications mar- 
ket according to a study by 
the UK-based Ovum consul- 
tancy. Tbe research claims 
tbat SAP’s principal compet- 
itors. Baan and Oracle, are 
struggling to keep up in the 
development race. Ovum 
says that SAP's R/3 suite is 
the most robust, scalable 
and proven system and its 
Emu offering is at least six 
months ahead of its nearest 
competitor. See also our 
cover story on enterprise 
resource management (ERP) 
software. 

UKbettHf in euro 
preparations 

Financial services organi- 
sations are the most 
advanced in preparing for 
the euro in tbe UK, but even 
they lag way behind compet- 
itors In other European 
countries. Many UK organi- 
sations, including some 
financial services companies, 
are still at an early planning 
phase or have done nothing 


a Internet protocol-based 
telephony will take 36 per 
cent of the market for rails 
on international routes by 
2003, predicts the UK consul- 
tancy, Analysys. IP traffic 
will overtake standard tele- 
phony by 2000, it says, 
threatening the financial 
position of the established 
telecommunications opera- 
fix's, but also greatly increas- 
ing the size of the market in 
the longer term. Established 
operators are in a quandary, 
because to plunge into the IP 
market risks cannibalising 
revenues from existing ser- 
vices. 

A can for 
‘e-diamploBS’ 

Electronic commerce 
needs “e-champions" to 
make It effective, concludes 
UK market research firm 
Spikes CaveD, after studying 
attitudes among businesses 
in a survey conducted for 
IBM. Many British compa- 
nies are introducing elec- 
tronic commerce without 
any clear strategy, it says. 
E-commerce champions are 
needed to bring the piece- 
meal efforts together into a 
coherent strategy and pre- 
vent UK businesses falling 
behind International compet- 
itors. 


THE MONTH IN BRIEF 


I Nortel buys Bay 
— Networks 

J Nortel (Northern Telecom), the Canadian tefecornmunkatiofis 
j equipment maker, has bought Bay NetWorte, the US data 
JfcXfai I networking company, forSAIbn. The deal, which ends 
. I protracted speculation about Bays future, creates anew 
I force in the converging computing and communications J 

I Industries and a nvich stronger challenge to Ckco fiee I 

- l company piofBe, page otgM and 3Cbm than Bay could I 

I establish on Its own I 

I This is the third and largest acquisition by I 

■*“ I telecommunications manufacturers in the data reworking I 
[ area fri recant weeks. Teflabs bought Ciena for £7.1 bn and j 
f Alcatel Alsthom bought DCS ComrnunicatkxTS for $4.4bn. I 

ack I Convergence of the markets was also Ifostrated by the I. 1 

I patent I nI Wngement lawsuit launched by Lucent against j 
i f Osco, InvoMng routers and Frame Fltiay and Asynchronous J 

iJl/ j Transfer Mode equipment I.., 

The end of Digital I 

| Compaq has completed its take-over of Digital Equipment I 
I and plans to hen It and Tandem into branches tithe f ■ 

I Compaq corporation under a single management structure. I . 
These J The deal brings to an inglorious end the 41-year history ti f 
of a f Digital as an Industry leader. Compaq hopes the move Into j 
' Uni- I sendees will strengthen its position in competing for large I . 

• the J corporate accounts, particularly against IBM. Some users j 
com- j have welcomed the acquisition and believe It could bring J • 
chni- j better service and simpler purchasing, 
loan- f I 

Motorola cuts 15,000 jobs I 

Motorola Is to cut 15,000 out tilts 150,000 workforce j 
worldwide, mainly because of falling demand and downward I 
>eeD pressure on prices in the chip market The company I 

~°P e announced a Sl.SSbn second-quarter pre-tax charge in an | ■ 

ok* 1 attempt to improve Its flagging financial position. I 

sar - In a broad re-structuring, some parts of the business will I = ... 
£fae be dropped and manufacturing win be consolidated. The 'Qr 
lce - chip and computer operations will be most affected, but the 

^ [ mobile phones and pagers branches are also involved. 

>er- 

£ Micro Focus buys Intersolv 

Cotool toots supplier Micro Focus has bought the client/ I 

J 7 server tools developer Intersolv for $534m. The deal wffl I 
3e create a company capable of provirflng a complete toolset j 
for IT departments, according to Micro Focus’s president I . 

^ I and chief executive Martin Waters. Both companies have I 

| been buoyed by the high demand for tools to fix the j j 

f so-called mH/enium ‘bomb’ problem. T Tie combined venture I j - 

I wHl be aiming to compete with leading tools vendors, such J 
f as IBM and Staffing Software. f p 

I ■ Sterling is to acquire Synon. the supplier of development /' j 

j toots for the IBM AS/400, for shares valued at around S79m. I I . 

Reassurance for AOL staff j 

I Internet service provider America Online (AOL) has to Id its I f ' 
employees that it Is not interested In a bid rumoured to be j # *• 
imminent from long-distance operator AT&T. Steve Case, j ' v 
AOL founder, said the company wanted to remain [ ( - 

independent But the news of the possible bid pushed up I 
AOL's share price by S.7per cent and other ISP stocks I . 
followed. The bid Is said to have valued AOL at between T . 

£32bn and $32bn, compered to a cuoent market vahje of 
around £20bn. Meanwhile, AOL bought Mirabilts, the Israeli 
developer of the ICQ p seek you") reel-time Internet 
communication program. - 

Internet Bookshop sold ' f 

W H Smith, the leading UK bookshop chain, has bought the 
Internet Bookshop, the fledgling UK-based Internet ” 

commerce business, for £8.8m. The price was more than 
four times the Internet trader's sales and the acquired 
company made a £406,000 loss. But some analysis argued 
that It was a small price for W W Smith to pay to have a 
place In a potentially explosive market which could 
eventually challenge its traditional business. 

Investment in Scotland 

Packard Bell NEC, the US-Japanese owned leading personal 
computer manufacturer, is to invest £28m in a new 
manufacturing plant at Livingston In Scotland. The aim Is to 
! move to the buUcMo-order business model which is proving 
most successful in the PC market It will sell through NEC 
Direct a direct sales operation for the UK and France 
launched last year. 

Tbe plan is to create over 800 new jobs in West Lothian /. 
by 2002 and to double the company's European production, if /* 

George Black’s e-mail address : 
gbg 26 @dial.pipex.com 
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The two day forum where over 
50 selected California IT companies 
will present their business plans, 
technologies, partnering and 
investment goals to European 
investment and technology 
companies. Private meetings are 
planned in advance (over 250 in 
1997) or arranged at the Forum. 
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A n too often, personal 
computer software 
companies bum brightly for 
a short period, raise large amounts 
of money is initial public offerings 
* (IPOs) and then “flame-out". There 
are few long-term success stories. 

But Symantec Corporation has to 
be one of those successes - and 
much of the company’s progress 
can be attributed directly to the 
efforts of its president and chief 
executive, Gordon Eubanks, who 
has bnQt a $50Qm business "the 
old-fashioned way 1 *. 

Symantec, founded in the US in 
1982, is one of the world's largest 
software companies, selling a vast 
variety of software applications - 
including the popular Norton 
Anti-Virus virus detection 
software, the Norton utilities 
computer diagnostics suite, 

WinFax computer t axing software, 
ACT! contact management 
software and pcAnywhere "remote 
control" application. 

The company also produces a 
variety of software development 
tools - including recent releases 
that allow programmers to create 
software in the Sun Microsystems ’ 
Java programming environment 
The company also has a long 
history of applications that it has 
abandoned when the market for 
than disappeared - Including the 
Grandview word-processor/ 
outliner and the Norton Desktop 
for Windows file and desktop 
managemen t utility. 

In his earlier years at university, 
Gordon Eubanks developed a 
fascination with computers. In 
1976, he wrote a compiler program 
as part of a computer science 
masters* degree. For a while, he 
was a naval officer aboard 
American nuclear submarines, . 
learning also how to work under 
stress in technical work during 
three-month undersea voyages to 
track Soviet submarines. 

While he was at sea, his mother 
built irp the software company be 
had established. This he sold to 
Digital Research where he worked, 
after leaving the US Navy. 

Mr Eubanks worked with some 
of the founders of the PC software 
industry. He and others set up 
C&E. a software company, that 
turned into Symantec which he 
acquired in 1984. Within five years 
he was on his way to a fortune ] 

estimated at flOQm. Now, with 20 t 
years' experience in the PC i 

software business, be says the key « 
to his company’s success lies in 
being able to adapt to changing i 

circumstances. i 

' “In all my research on companies i 
' that last 100 years, there are two t 
striking characteristics about the i 

successful ones," he observes. c 

“Firstly, they value people more j 

than infrastructure - and. - . j 

secondly, they are willing to 2 
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Successful software companies value people more than 
rigidly focussed infrastructures, says Gordon Eubanks, head 
of Symantec, one of the world's leading software suppliers. 
This interview is by Geoffrey Wheelwright 

Adaptability pays on 
the acquisition trail 



Gordon Eubanks: “I May focused on customers and what they want” 


change the businesses that they 
are iu. There is this dichotomy 
about being ‘focused*, but not 
being blinded to the 
opportunities," he adds. 

“You need to have a way of 
keeping an open mind. But we do 
have to be realistic about what we 
can and cannot do. So many 
companies fail by running down 
every alley that looks exciting. " 

Much of Symantec's growth as a 
company has come from an 
aggressive programme of mergers 
and acquisitions. In 1990. Symantec 
acquired Peter Norton Computing, 
the anti-virus and utiStyaaftware 
company, for $7Dm. The following 
year ft acquired Dynamic 
Microprocessor Associates and 
Zortech. the C++ development 


software company. 

In fact, many of the main 
products in the company’s current 
product catalogue - including 
WinFax, the Norton product famil y 
and pcAnywhere - have come to it 
through acquisition. And Mr 
Eubanks is quite clear on what he 
sees as the key ingredients to a 
successful acquisition: “Over the 
years we have refined our process 
of integrating acquisitions,” he 
explains. “We can now carry it out 
rapidly and effectively - and some 
have gone better than others. The 
biggest factor in determining their 
success has been In terms of what 
was really there." 

He says that in the company’s 
early days, he did make the 
mistake of buying companies 


solely on the basis on sane hot, 
□ew product that was receiving 
critical acclaim, rather than 
looking at the underlying 
strengths, weaknesses and future 
prospects for the company itself. 

“Our problems have not really 
been in integration but in our 
expectation of what the product is 
- 1 will never buy a company on 
the basis of another product X.” he 
adds. 

“I blame ourselves for this and 
not them - the people selling the 
company. So I said let's never buy 
another product that is in the beta 
stage - let's buy what exists. So we 
are being much more r ealis tic 
about where products are in their 
development cycle. 

“We have learned a lot about 
that now versus five years ago. We 
are more interested in acquisitions 
that fit into the directions we are 
going rather than acquisitions that 
are ‘ defocus mg'. 

“We are very much asking the 
question of what is our strategy 
and what acquisitions would 
enhance that strategy.” 

Mr Eubanks contrasts his 
approach with that of Philippe 
Kahn, founder of Borland 
International. Mr Kahn is a friend 
and contemporary of his, despite 
the fact that Borland and 
Symantec have faced on another 
on opposite sides of legal action in 
the past 

Mr Kahn is perhaps best known 
for buying his largest competitor in 
the database market back in the 
early 1990s, only to see Microsoft 
quickly march off with the lion's 
shar e of the PC database market 
within a year of Borland taking 
over Ashton-Tate’s dBase product 
line. 

“If you stay focussed on 
customers and not at each other in 
the industry, you are going to do a 
lot better,” be says. “Philippe Kahn 
and 1 have been good friends for 
years - he is a nice guy, with a 
colourful personality - but I think 
his ‘barbarian culture* (of 
aggressively taking over a direct 
competitor) hurt Borland 
tremendously. 

“I stay focused an customers and 
try not to make these things into 


Symantec’s man 
at the top 

Gordon E Eubanks, s president and 
; chief executive ol Symantec which 
waslDundedm 1982. The 
company's global operations epan 
north America. Europe, Japan and ! 
parti elite Asia Pacific and Latin 
America 

Canon Previously. Mr Eubanks was . 
vice president of Digital Research's 
commercial system division, where 
he was responsible for the 
flewtopmenf and rnartefingof 
system software products. He left 

Digital Research in September, 1983. ■ 
Mr Eubanks founded Compiler 
Systems and authored its products: 
CSasa:. one ol the first successful 
languages an personal computers: 
and CB30. a compiled version of 
CBasic. Compiler Systems was 
acquired by Digital Research In 1 981. ■ 
Mr Eubanks received a degree in 
electrical engineering at Oklahoma 
State University and a Masters 
degree m computer science from the 
Naval Postgraduate School in 
Monterey. CaWorma. From 1970 to 
1979 he was a commissioned officer 
m Ihe US Wavy, serving with the 
Nuclear Submarine Force. 

He has served as president and 
chairman of the board of directors of 
the Software Pubtatiers 1 Association. 

personal battles. Customers know 
what they want - even if we spend 
too much time telling them what 
they want." 

Surprisingly, perhaps. Mr 
Eubanks does not see the software 
giant Microsoft as an unfair 
competitor, despite the fact that 
Microsoft's “folding-in" of many 
utility and desktop management 
functions have caused Symantec to 
shelve a number of its own 
products - such as Norton Desktop 
for Windows. 

Mr Eubanks was definitely not 
part of the ■‘anti-Microsoft" group 
that assisted the US Department of 
Justice in its investigations of the 
company. 

In any case. Microsoft last week 
won a big victory in Its antitrust 
battle with the US govenmeut 
when an appeals court overturned 
a ruling against its rontoversial 
Internet software. 

Prior to the ruling. Mr Eubanks 
had often warned that he had 
concerns about the government 
attempting to decree what could - 
and could not - go in to future 
versions of Microsoft operating 
systems. 

"The government isn't my choice 
of designer for operating systems." 
he says. “J think, for example, that 
there is a tremendous rationale for 
having a browser built into the 
operating system." 
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A sector under siege 


The next decade may well be decisive for banks and other 
financial service suppliers. Technology opens the way for 
new services — and with it comes a continual threat from 
new competitors, eager to cut into their market share, 
reports Paul Taylor 


T he fi n ancial services 
industry is a sector 
under siege, driven 
by the challenges of 
globalisation, consolidation 
and new -competition in a 
market where developments 
such as the rapid growth of 
the Internet, online hanking 
and electronic commerce are 
re-writing the rule book for 
doing business. 

“Beset by tbe desire to 
achieve scale, driven by the 
fear of globalisation and bur- 
dened by the headache of 
systems complexity, banks 
are re-assessing their strate- 
gies to focus on brand and 
client value." notes Data- 
monitor, the IT consultancy, 
in a report on IT in Euro- 
pean retail banking 
Meanwhile, a recent paper 
prepared for IBM notes: 
"Technology has reduced 
both the role and value of 
financial intermediaries, col- 
lapsing margins in many 
banking businesses, includ- 
ing brokerage, corporate 
lending and global custody." 

The implications of these 
changes are profound. 

Investment banks are 
sharing trading models and 
distributing research over 
the Internet, electronic mar- 
kets are being established by 
exchanges and other institu- 
tions, new direct banks are 
appearing almost daily, 
offering a full range of ser- 
vices by phone, ATM or PC, 
adds the report "Brokerage 
firms are offering online 
securities trading and access 
to real time market data and 
sophisticated investment 
management tools." 

For example, in London. 
Salmon Smith Barney has 
built an integrated web- 
based electronic trading sys- 
tem for its institutional cus- 
tomers which combines 
research, market price and 
other data with the ability to 
trade blocks of shares auto- 
matically. 

Meanwhile, currency and 
other commodity traders 
operate around-the-clock 
passing the book from one 



Crucial role 
for IT in the 
world of 
finance 


Here and on the 
fbHowteg eight pages, 
FT writers MgMfght the 
crucial rote of fT in 
banking and financial 
services 


office to the next in a never- 
ending race with the spin- 
ning world. Similarly, pen- 
sion funds balance their 
portfolios by investing 
around the globe while retail 
and merchant h anks have 
followed their industrial and 
commercial customers over- 
seas in search of new mar- 
kets. 

Nowhere in the finan cial 
services industry are these 
changes more dramatic than 
in the banking sector. "Per- 
haps more than ever In the 
history of banking, we are 
witnessing dynamic change 
in our hanking industry - 
some would even call it a 
revolution," Lars Nyberg, 
NCR chairman, told bankers 
attending the group banking 
seminar in Dubai last 
month. 

These revolutionary 


c hanges are happening rap- 
idly and while they are caus- 
ing chaos and confusion 

today in many ways, they 
will define banking for tbe 
next generation, added Mr 
Nyberg. “Massive change 
creates new challenges to 
re mainin g competitive and 
profitable. Without the right 
information. Tor example, 
banks have no way or know- 
ing and serving consumers 
well enough to stay ahead of 
their competition.” 

Information technology is 
both a key Instigator and 
catalyst in this period of dra- 
matic change. “As technol- 
ogy becomes increasingly 
embedded In the strategies 
of the retail banks, IT deci- 
sions are shifting from an 
information level to an exec- 
utive level - and spending 
has rocketed in recent 
years," says the Datamonltor 
report 

The challenge facing retail 
h anks from technology is 
two-fold, argues the report 
On tbe one hand technology 
has enabled retail hanks to 
greatly improve efficiency 
ratios, reshape their distri- 
bution strategies and enter 
new and lucrative market 
sectors. But It has also been 
accompanies by increasing 
complexity as b anks grapple 
with manag in g diverse dis- 
tribution channels, overcom- 
ing the hurdles of the Year 
2000 computer date problem 
and understanding the 
impact of European Mone- 
tary Union. 

Fuelled by the dual 
requirements of Emu and 
year 2000 compliance and 
coupled with intense com- 
petitive pressures. IT expen- 
diture by European banks is 
set to peak in 1999 at 
$21.7bn, says the report 

After this period. Data- 
monitor suggests that expen- 
diture will tail off to just 
over $20.2bn in 2002. 
"Although competitive pres- 
sures will persist and the 
need for large-scale integra- 
tion work following further 
mergers and acquisition 


activity will continue, levels 
of IT Investment panst-2000 
will fall into temporary 
decline." 

For the moment, however. 
IT spending by the financial 
services sector la booming, 
fed in part by the unprece- 
dented level of M&A activity 
in the industry. Last year, 40 
per cent of the top ai merg- 
ers in the world involved 
banks - including two of tbe 
top three mergers which 
have themselves now been 
topped by the proposed 
$76bn merger of Citicorp and 
Travelers. 

I n Europe too, a wave 
of consolidation is 
under way as banks 
and other financial 
institutions combine In 
order to face competition 
from within the sector and 
from new entrants such as 
retailers and other strong 
brands. 

"Europe is vastly over- 
banked." says Larry Hirst, 
general manager in charge 
of IBM's banking. Finance 
and securities operations 
business in Europe, Middle 
East and Africa. 

The number of banks in 
Europe is set to fell by over 
a quarter in the next 10 
years, says Mr Hirst In a 
recent IBM report on tbe 
industry. "We have seen this 
trend happening in tbe US 
where the pressures of 
deregulation, competition 
and the spread of telephone 
and electronic banking has 
already reduced the number 
of banks by 27 per cent 
between 1985 and 1991” 

Tbe president of technol- 
ogy and operations at 
NationsBank has called 
information and technology 
the "fuel" behind the bank 
consolidation drive. The new 
so-called “mega-banks" are 
betting on technology rang- 
ing from data mining to 
interactive banking web 
sites to drive down costs, 
expand their reach over 
large geographic areas and 
Increase customer revenues. 

The mergers are erasing 
the lines between different 
types of financial services. 
And the plan is for technol- 
ogy to enable sales of every- 
thing from mutual funds and 
insurance policies to simple 
checking accounts for con- 
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s timers all around the globe. 

As NCR's Mr Nyberg, 
noted, some of the recently 
mergers on both sides of the 
Atlantic are aimed at trans- 
forming banks from "standa- 
lone businesses" to organisa- 
tions capable of delivering 
full financial services includ- 
ing banking, investment and 
Insurance products and ser- 
vices. 

"Tbe move to full-financial 
services may be one of the 
strongest indicators on 
where the next generation of 
banking is headed.” he says. 
However, as with other 
speakers at the Dubai con- 
ference. Mr Nyberg also 
notes that "fewer, larger 
banks will create further dis- 
tance between the bank and 
each individual h anking cus- 
tomer." 

It is yet another step away 
from the days of local 
branches and small-town 
banking where bank manag- 
ers knew the names and 
needs of each individual cus- 
tomer. "Only the right infor- 
mation tools can combat this 
‘depersonalisation' and help 
banks to continue knowing 
and effectively serving cus- 
tomers." 

Financial institutions' 
technology focus "has been 
on the back-end - automat- 
ing transaction processing 
and settlement." observes 
Forrester Research in a 
recent report. “However, in 
open finance, winners must 
build complicated electronic 
connections that “face out' to 
the customer." 

One-to-one marketing, 
database marketing and data 
mining are all being used by 
financial institutions in an 
effort to build and sustain 
closer and more profitable 
relationships with customers 
who. thanks to the Internet 
and other new delivery 
systems including the tele- 
phone and PC, have much 
wider access to information 
and potential competitors' 
rival offerings. 

Financial services firms 
are also trying to use IT 
systems to help them decide 
which customers they want 
to keep and which ones they 
don't mind losing. “One of 
our bank customers recently 
used our data warehousing 
solution in determining that 
around 1.000 of its one mil- 



T radars working on the floor of the New York Stock Exchange: Technology is bring ing big changes to 
aU the world's leacSng e xc han ges . Investment banks are also sharhig trading models and dtatAuting 
research over the Internet B ro k e rage firms are offering onfihe securities trading and access to real 
time market data and sophisticated investment management tools ** 


lion customers were driving 
10 per cent of the revenue," 
notes Mr Nyberg. 

"The cost of losing one of 
these top customers to a 
competitor was' worse than 
losing dozens of mid-range 
or low-range customers. 
Once it knew which custom- 
ers were most important to 
keep, the hank updated its 
service-delivery channel 
strategy' to best meet the 
needs and desires of these 
top customers." 

T echnology addresses 
internal issues 
driven by bank 
mergers as well as 
marketing and sales strate- 
gies. Consolidation often 
brings together different leg- 
acy systems from the vari- 
ous banks. These typically 
do not work well together 
and make it Impossible to 
come, up with an integrated 
operational view of the over- 
all new enterprise. 

For example, one of NCR's 
European banking custom- 
ers ended up with data in 
eight different databases. 


Not only was it impossible to 
get a single view of custom- 
ers, the bank could not even 
verify how many customers 
existed. Maintaining the sep- 
arate databases was costly, 
and the lack of enstomer 
knowledge was causing mar- 
keting programs to fail 

Aside from M&A activity 
within the industry, the 
competitive landscape is 
changing dramatically in 
recent years. In the US, com- 
panies such as AT&T and 
General Motors have come 
from nowhere to grab a large 
chunk of the credit card 
business while, in tbe UK, 
retailers such as Marks & 
Spencer, Sainsbury. Tesco 
and Virgin have all entered 
the financial services market 
in the past 18 months. 

One of the most threaten- 
ing new competitors for 
banks are retailers. Many 
analysts believe it will not 
be long until fest-food res- 
taurants or entertainment 
companies are considered 
feasible alternatives to keep- 
ing money in a traditional 
b ank. 


The impact of these 
changes is already apparent 
in some markets. For exam- 
ple. in the US in 1975. 
typical American had 36 per 
cent of his or her assets in a 
bank. Today, it is less then 
half of that Banks will be 
forced to confront such 
issues head-on if they are to 
survive in an increasingly 
electronic and digital world. 

Consumer surveys suggest 
that the next generation of 
banking consumers wfil be 
much more open to technol- 
ogy playing a larger role In 
the delivery of financial ser- 
vices. Payment preference 
data indicates that by the 
year 2000, 65 per cent of all 
households will be doing 
some type of electronic bill 
payment 

This could be an opport g 
nlty for h anks and otb£' 
financial services firms to 
provide these services. Or it 
could be a threat if they let 
new competitors use technol- 
ogy to cut into their market 
share. The next decade may 
well be decisive for life 
industry. 



ELECTRONIC COMMERCE AND FINANCIAL SERVICES . By .Nuala Moriah 

Banks face a threat 
from online start-ups 


Long- established 
financial 
institutions are 
often held back 
by inflexible IT 
systems 

B ank and financial 
institutions ought to 
be in the vanguard of 
developments in electronic 
commerce - after all, they 
are highly computerised and 
their products consist only 
of information. 

But while it is possible to 
do personal banking, 
arrange mortgages and buy 
shares, insurance and pen- 
sions on the Internet, in 
many cases the companies 
that offer these services are 
new to the market Financial 
institutions find themselves 
in hot competition with 
start-ups, supermarkets and 
high street stores, as well as 
being challenged by counter- 
parts from the US, that were 
previously excluded by geog- 
raphy. 

As Kurt Christopherson. 
product marketing manager 
at 3Com, the network, prod- 
ucts and services company, 
notes: "In terms of e-com- 
merce, h anks and financial 

institutions in Europe don't 
seem particularly advanced 
and sophisticated - yet. 
They are quite far behind 
tbe Americans." But he adds: 
"'Quite far’ these days may 
be measured in months." 

The new entrants are tar- 
geting the most valuable 
customers. Mr Christopher- 
son says that tbe kind of 
people who are turning to 
tbe Internet to buy financial 
services are in tbe “ABCl" 
category. “Typically, 30 per 
cent of tbe banks' profits 
come from 80 per cent of its 
customers. New Internet ser- 
vices are taking the con- 
sumer clientele that the 
banks most want to keep." 

The threat to traditional 
financial services companies 
comes not just because of 
convenient out-of-hours 
access to accounts and finan- 
cial portfolios, but also from 
the way In which customers 
are using the Internet as a 
source of information and 
advice. "Financial institu- 
tions take money off you and 


invest it. At present, this 
process is ‘shrouded’ and dif- 
ficult to understand. The 
Internet makes it transpar- 
ent and easy," he says. 

For example, there are 
Web sites which run compar- 
isons of competing retail 
Investment products. If you 
are looking for a mortgage 
by traditional means, you 
might have the energy to 
compare five or six products. 
But over the Internet it is 
possible to compare 200. 
“The problem for financial 
institutions is that if they 
are oot in tbe top five in 
terms of cost, consumers on 
the Internet will not even 
look at them. ” he adds. 

Tbe Internet also provides 
the means to overcome the 
inertia many experience 
when they contemplate mov- 
ing accounts or making 
changes to financial arrange- 
ments. “It makes it easy to 
monitor your financial port- 
folio - and then instantly 
make changes.” says Mr 
Christopherson. 

Mike Hudgell, director of 
corporate marketing for the 
financial software and ser- 
vices company Gresham 
Computing, believes that tbe 
early adopters have the 
edge. “It is as clear as day 
that banks and financial 
Institutions face a threat 
from start-ups and from 
well-respected companies In 
other sectors.” 

One of the main problems 
for the banks in feeing up to 
this competition is that they 
are giving other issues, 
including the year 2000 com- 
puter date problem and the 
the new euro currency, a 
h ig h er priority. 

Banks are also held back 
by tbe inflexibility of their 
existing IT systems. While 
they are beginning to think 
about redesigning their 
systems architecture to 
focus externally, as yet very 
few banks offering Web- 
based services have inte- 
grated them with the core 
back-end systems. 

Chris Read, managing con- 
sultant at PA Consulting 
Group, believes banks and 
other financial institutions 
do have opportunity to pro- 
vide infras truc t ure services 
to new entrants In the mar- 
ket “This will leave them 


free from competing in a 
very hostile and fragmented 
marketplace, and enable 
them to make money from 
providing tbe banking infra- 
structure.” 

In this scenario, the survi- 
vors will be those wbo have 
flexible and open IT systems 
which can be easily plugged 
into the service provider's 
systems, or be used to host 
the entire application. 

If the outlook is bleak on 
the retail side, a more press- 
ing question for the financial 
institutions is what their 
role will be in business-to- 
li us iness e-commerce net- 
works. For the last 15 years, 
large manufacturing compa- 
nies have been in the driving 
seat in this area of e-com- 
merce. They have used tradi- 
tional electronic data inter- 
change (EDD to exchange 
orders and Invoices with 
their suppliers over man- 
aged networks. 

Although this includes 
sending instructions to pay 

Smaller 
companies 
also benefit 
from online 
services 

suppliers electronically, the 
banks have not been in the 
main stream of electronic 
commerce on EDI networks. 

Richard Lowrie, a senior 
consultant at IBM’s banking 
group, sees the banks strug- 
gling to maintain their posi- 
tion. “In traditional com- 
merce, the banks have a 
critical part to play in trans- 
actions. But in electronic 
commerce it is the custom- 
ers at the centre of the hub 
- such as Marks and Spen- 
cer, the retailing chain , or 
General Motors - which set 
the standards for how sup- 
pliers deal with them, pro- 
viding the potential for the 
banks to be cut out of elec- 
tronic trading networks." 

Carol Steel, e-commerce 
manager at Barclays Bank, 
argues that the need for pay- 
ments in business-to-busi- 
ness e-commerce means that 
the banks' settlement 
systems be at the centre of 


e-commerce networks. 

Whereas in the past tbe 
cost of using value-added 
networks limited their use to 
the largest companies and 
Lheir larger suppliers, EDI 
over the Internet would dras- 
tically reducing the cost per 
transaction, allowing its 
by small an d medlum-i 
companies (SMEs). 

Ms Steel represents the UK 
on the international EDI 
standards-maktng body, EDI- 
Fact where she says, “there 
is an international drive to 
simplify and enable clear 
communication of messages 
and enable smaller compa- 
nies to be involved." 

According to Mr Lowrie at 
IBM, European banks are 
looking at tbe opportunities 
to set up networks which 
will extend tbe reach of elec- 
tronic trading to SMEs, in 
which they would have ;» 
central role in handling pa£ 
meats and providing ser- 
vices such as credit check- 
ing. security. data 
encryption, and so on. 

"Banking groups want to 
enhance their value proposi- 
tion in the e-commerce envi- 
ronment. Some have as 
many as GO to 70 different 
projects In this area," he 
says. 

A hint of the way In which 
Internet-based financial ser- 
vices could help small busi- 
nesses is provided by the fac- 
toring company Alex Lawrie, 
a subsidiary of the Uqujja 
TSB Group. Factors pro%> 
a service for small busi- 
nesses whereby they 
advance working capital 
secured against the value of 
invoices awaiting payment 

Andrew Hutton, manage- 
ment services director, says 
that two years ago there was 
a need to Increase charges, 
as the cost of providing the 
service outstripped the one 
per cent customers paid in 
fees. Instead. Alex Lawrie 
transferred the service to the 
Internet, cutting costs by 50 
per cent 

Now, when a small cMti 
pany sends out a biliB.l 
sends Alex Lowrie a copy via 
the Internet, and can get 24- 
hour access to their account 

"We have halved our 
costs, and completely cut out 
paperwork for our custom- 
ers,*' says Mr Hutton. 
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IT in FINANCE 


PREPARING FOR THE Brno tty&aafrey Naim 


capital markets prefer 
ja big bang approach 


swift currency switch will avoid the 
problems of working with mixed 
Systems, but it demands meticulous 
planning if disasters are to be avoided 


T he single European 
currency promises to 
redraw the competi- 
tive map in Europe's finan- 
cial sector - thus, many IT 
departments face a long hot 
•tittminer modifying their 
•systems to ensure they are 
Jfeuro-compliant" on January 
Qim. 

On that day the euro 
becomes official currency in 
fl European states - and 
businesses can use the euro 
for trade, if they wish. The 
financial services industry 
has belatedly woken up to 
the technical issues that the 
euro poses for it and its cus- 
tomers and is thus rushing 
to adapt its computer 


nm avwu uic the problem.* 1 

g With mixed The transition to the euro 

and* mptimlmic 13 e *P«ted to intensify com- 
duos meticulous petition in an already 

i are to be avoided crowded European market- 
place for financial services. 
systems to handle the new Analysts predict those best- 


currency. But analysts cau- 
tion that financial institu- 
tions that view the euro as 
just a technical cballmygr* for 
their IT departments will 
risk missing the broader 
implications of the advent of 
a single European currency. 

“Due to time pressures, 
most banks are doing the 
minimum work, necessary to 
survive [the euro]," says 
Rnzio Viola, managing direc- 
tor for the Milan-based con- 
sultancy, IDC Italia. 

“However, the euro is not 
just a technical maintenance 
issue and there does not 
seem to he a complete appro- 


placed to survive will be the 
companies that view the 
changeover to the euro as a 
chance to re-engineer their 
business systems and not 
simply as one more task for 
their overworked IT depart- 
ment 

The arrival of the euro is 
providing a substantial boost 
for the IT services industry 
in Europe - many financial 
institutions whose IT depart- 
ments are preoccupied with 
the year 2000 and other busi- 
ness challenges have chosen 
to band over some of their 
euro preparation to outside 
contractors. Prance’s 


ciation of the complexity of Banque Paribas, lor exam- 
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Newly-minted euros: watched by the French finance minister, Domfctque Strauss-Kahn, the first euro 
- coins wa re ejected from the minting machine at Peesac, south-western Franca, in May this year. They 
wfll start circulating on January 1, 2002. Businesses hi 11 Baopean states can, however, use the euro 
lor trade from January 1, next year *p 


pie, has entrusted the task to 
Anglo-French services com- 
pany Sema Group add is 
spending FFMOOm (£41 raj on 
the project. 

BBV, a big Spanish bank, 
has budgeted Pta2.Sbn 
(£llmj for the euro problem 
while the total cost to 
Spain's banking sector could 
be PtalSObn. In Italy. IDC 
estimates the euro has 
helped boosted IT spending 
in the banking sector by 13 
per cent in the current year 
against an average growth 
rate of 9 per cent. In 1997. 
Italian banks spent LS^OObn 
(£L9bn) on IT, or around 19 
per cent of the total IT mar- 
ket. 

There is still much uncer- 
tainty over how last differ- 
ent sectors will move 
towards euro-based account- 
ing but the retail financia l 
services sector is clearly 
expected to set an example 
by offering euro products 
and services as soon as prac- 
tical in 1999. 

In the wholesale financial 
markets, there is no sucb 
uncertainty as the change- 
over has to be made on Jan- 
uary l. “If we do not get the 
euro ‘right’, we are out of 
business on January 1," says 
Bernd Stiehl, euro director 
at Cedel. a Luxembourg- 
based organisation for the 
cross-border settlement of 
securities. 

The capital markets are 
preparing to handle transac- 
tions in euros from that 
date. New public debt from 
eurozone countries will be 
issued in euros and existing 
debt will need be redenomi- 
nated in the new European 
currency. 

Cede] handles more than 
$60 bn of transactions a day 
and has more than 2,000 cus- 
tomers in 34 countries. It has 
been planning for the euro 
since 1996 and has had to 
revise its early expectations 
of a dual system that would 
allow both euro and national 
currency trading in favour of 
the more radical “Big Bang 1 * 
approach that has now been 
adopted. 

“The market is moving 



Eure replica: Yves-Thbautt de SDguy, left, European commissioner in charge of monetary affairs, and Jacques Santer, European 
Commission president, hold a large rapGea of the euro coin at a news conference in Brussels in May this year. 


full steam ahead towards 
‘Big Bang,’" says Mr StiebL 
This “sudden death** 
approach avoids the prob- 
lems of working with mixed 
systems but it requires 
meticulous planning and 
testing if disasters are to be 
avoided. According to Mr 
Stiehl, redenomination of 
existing securities has 
caused the biggest head- 
aches for his organisation. 
“Each and every country lias 
its own rules about redenom- 
ination and we still do not 
know what Italy plans to 
do,” he says. 

C edel’s IT staff has had 
to develop an applica- 
tion. celled a “reden- 
omination engine" to handle 
this issue as well as a “cash 
converter" application to 
handle the strict rules for 
converting between curren- 
cies that are “in" and “out" 
of the eurozone. 

The new software was 
completed in April this year 
and is now being evaluated 
with more than 20,000 test 
cases. “So far. we have had 
no problems," says Mr Stiehl 
but be predicts a long hot 
summer of testing if Cede! is 
to be fully prepared for tbe 
euro's debut in January. 

Tbe organisation turned to 
EDS, the computer services 


giant, to help it prepare for 
the euro and the contract I s 
believed to have cost 
between $10m and 540m. As 
well as developing two new 
applications. Cedel had to 
inspect more than 4m lines 
of program code on its exist- 
ing systems and modify 
500.000 lines which contain a 
currency reference. 

The challenges for the 
wholesale financial markets 
are extreme as participants 
have little choice but to 
embrace the euro if they 
want to trade in euro-denom- 
mated securities next year. 

“In some ways, it's an 
easier problem for tbe capi- 
tal markets because the euro 
changes everything for 
them," says Eric Coursin, 
manager of consulting with 
the Sema Group. “For the 
rest of the finan cial services 
compani es, their clients are 
not going to change to tbe 
euro overnight” 

A phased changeover to 
the euro at first sight seems 
easier for information tech- 
nology managers to imple- 
ment since individual 
systems can be adapted to 
handle the euro on an “as- 
needed” basis. But one disad- 
vantage of this gradual 
approach is that interfaces 
need to be built between 
systems stiD using national 


ONLY 163 DAYS TO EMU 


A company check-list 

Wftft only 183 days to go until the introduction of Economic 
and Monetary Union, European businesses have been warned 
that in many cases, they stffl have much work to do. 

Cofin Stringer of Cap Gemini, the European computer 
services company With revenues of more than £2bn, says that 
Emu could be “a winning scenario, but only for those who are 
prepared.” Although staffing wfl not participate in the first Emu 
wave st a rti n g in January, 1899, he urges even those UK 
contpanfes whose Income, expenditure, assets and fcabifities 
are solely in pounds sterling, to start planning now for 
transition to Emu. 

Mr Stringer suggests a check-fist of six key questions for 
co m pan i es for the next 183 days: 

1. Has your company appointed a high-level sponsor for all 
Emu-reiaterj activity? 

2. Have you formed an Emu steering committee wttb 
a pp r op ria te w e ig h t and power? 

a. Do you have a fuU-tfine Emu champion who has the task 
of making things happen to plan? 

4. Has aff your management team signed 143 to the notion 
that Emu preparations wfll involve the entire company? 

5. Do you have ai offensive plan to a ddress the 
opportunities that Emu can bring, as wed as a defensive one to 
Identify and guard against threats that wH emerge? 

8. Have you built all these plans Into your budgeting Cycles? 

For more details, e~mat mieheB&t>erttinaO ca pgemnLco.\A 


currencies and those work- 
ing in euros. 

Tbe gradual approach also 
requires extensive internal 
co-ordination, so analysts 
expect to see more busi- 
nesses quickly abandon a lei- 


surely introduction of euro 
in favour of their own Big 
Bang. Despite its higher risk, 
this has the richer reward: 
the chance to be among the 
first to trade in a single cur- 
rency across the eurozone. 


SIEMENS 

NIXDORF 



There are those ...with the latest ...and those 

who catch up... business news... who make it. 
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The notebook you carry can say a lot about you nr 
the organisation that you work for. 

The bearer of a Siemens Nixdorf PC is more Seely 
to lead opinions than to follow fashions and they 
wfll certainty have an eye for award wnfflOfl design, 
innovation and quafity. It is also Hkety that they work 
for me of Europe's more successful companies -after 
all 19 of the top 25 retailers and 26 of the top 50 
banks are Siemens Nodorf customere. 


Whether they are carrying an ultra slim SCENIC 
Mobile 510 or the highly vercatite SCENIC Mobile 710 
IVdView with its detachable screen for data projection, 
both of which are based on Intel Pentium* Processors 
with NWX 1 " technology, you can be sue that they pack 
plenty of power. 

VWth the name Semens Nwtorf on the notebook the 
iBerwffl almost certainly understand the power of IT and 
its rote in defrvering competitive advantage. 


To compete in business today it’s not enough just 
to have good information. you also need to an upon it 
Siemens Nixdorf has become Europe's leading provider 
of Information Technology by bridging the gap between 
Technology and Business processes - prowfing organisations 
of all subs with the FT power to succeed. 

So start making the news rather than following it - 
call Semens Nixdorf today on 01344 850886 or visit 

WWW.SBi.«M#Fri 
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Siemens Nixdorf: User Centred Computing 
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IT in FINANCE 


EURO SYMBOL • By Geoffrey Naim 


T“5ri Search for the 

name for the euro symbol 

and its absence from current * ^ ^ 

computer keyboards, print- | • ■ % — , I _ _ | _ / 

era and software could cause f~\ I *■ ^ T" g\ | J I ^ 7r^ •'j 

an unpleasant surprise when I III I \f E ~ I \f I I I I 

tbe single European cur- X. LA KJ X W ■■ Y X 

rency becomes legal tender •/ X 

“TcfLri-p^^i IT njanag- There will be many frustrated users of computer 

ers struggling to convert keyboards users next January as the euro currency arrives 

accounting software to han- J 


die tbe euro and its intricate 
roles for triangulation and 
rounding, the lack of the 
glyph character may not 
seem of particular impor- 
tance. "If this is what a com- 
pany sees as a biggest issue 
with the euro, then it has 
serious problems warns 
John Downe. who heads the 
euro programme for IBM 
Europe. But experts believe 
it is risky to neglect these 
seemingly minor aspects of 
the euro. 

These may be dismissed 
as trivial issues, but they 
cannot be ignored." says Mr 
Downe. The Crst place that 
computer users will look for 
the euro symbol is on their 
keyboard. Today, they will 
have a tough time finding it. 
however, as current key- 
boards were designed before 
the euro was conceived. 

As all the obvious key 
locations for the glyph are 
already taken, the European 
Commission recommends 
m aking the glyph accessible 
from most European key- 
boards by pressing the 
“AitGr+E” key combination. 

In the UK. however, this 
combination is already taken 
- it generates an Irish 
accented character and so 
users of “British" keyboards 
must press “AltGr-M". Tbe 
solution is far from idea] and 
until new keyboards are 
manufactured which incor- 
porate the glyph symbol on 
the corresponding key. com- 
puters users will waste 
much time searching for tbe 
elusive glyph. 

Keytnonic is one of the 
first manufacturers to unveil 
such a keyboard but it is 
unrealistic to expect large 
companies to replace their 
many keyboards just to add 
this feature. Microsoft 
recently released a ■‘patch" 
for its current Windows 95 
and Windows NT4 operating ; 
systems to support the j 
glyph; its forthcoming Win- 
dows 98 and Windows NT 5 < 
operating systems will ' 


Include euro support as stan- 
dard. 

Meanwhile, the millions of 
PC users still running older 
Windows3.ll and MS-Dos 
operating systems will have 
to look elsewhere for euro 
support: Microsoft has 

decided to not provide an 
upgrade for these users. 

“We bad to prioritise our 
support and so we took as a 
starting point those using 
Windows as or NT 4." says 
Mark Taylor, Microsoft 
director with responsibility 
for the euro. “The earlier 
operating systems are now 
quite marginal areas for us." 



Designers are creating the euro 
symbol in various type fonts 

Tbe Microsoft decision cre- 
ates a window of opportu- 
nity for third-party vendors 
as many businesses, particu- 
larly small companies, stub- 
bornly resist Microsoft's 
attempts to move them on to 
newer software. 

Monotype Typography has 
created euro characters far 
Microsoft's core fonts in 
Windows 98. The company 
(see web site: www. mono- 
type. com) has created the 
euro symbols for some of tbe 
world's most-used type faces 
- Gill Sans. Bembo, Aria! 
and Tiroes New Roman. 
These symbols are available 
on disk for Mac and PC in 
PostScript format and in 
TrueType for the PC. avail- 
able from Monotype in the 
UK on telephone +44 (0)800 
371242. 

IBM has announced a new 
version of the Dos operating 
system, called PC Dos 2000, 
which includes support for 


the euro and. in addition, a 
solution to the year 2000 
problem - the original Dos 
cannot handle dates in the 
next millennium. 

This month. IBM plans to 
publish its schedule for mak- 
ing euro-compatible 
upgrades available for its 
other operating systems: OS/ 
390 and OS/400 for main- 
frames: its AK version of 
Unix: and OS/2, which is 
widely used in the banking 
sector. 

IBM users in Europe will 
be able to phone a call cen- 
tre in Ireland and get the 
latest Information on the 
state of “euro compliance" of 
the company's many prod- 
ucts. 

With only six months 
before the euro becomes 
legal, many customers might 
wonder why IBM and other 
leading IT vendors have only 
now started to announce 
solutions to the euro prob- 
lem. “We looked at this issue 
back in June 1997 but then It 
was very difficult to get any 
intelligent answers." says 
IBM's Mr Downe. 

Another problem caused 
by the euro arises when PC 
users attempt to display the 
glyph on tbe computer 
screen or print it on a 
printer. Hitting the right key 
combination counts for little 
if the fonts used by the 
screen or printer do not 
include the euro character. 

Microsoft is providing a 
partial solution by adding a 
glyph character to the three 
most popular "TrueType" 
fonts it includes with cur- 
rent and forthcoming Win- 
dows versions. 

However, that does not 
help companies whose corpo- 
rate image requires they use 
a different font. EuroType. a 
UK company, claims to offer 
a more comprehensive euro 
font solution. Us EuroGlyph 
package adds the glyph to all 
TrueType fonts in all ver- 
sions of Windows - includ- 
ing Windows 3.11 which Is 


not supported by Microsoft's 
euro initiative. Tbe product 
casts £50. 

Another specialised soft- 
ware company. Eurosymbol, 
has gone a stage further. Its 
Eurosymboi product consists 
of two utilities: one gener- 
ates the euro symbol, the 
second searches through a 
document written using 
Microsoft World 97 and finds 
all occurrences of a specified 
currency. 

It will then calculate tbe 
value in euros and automati- 
cally insert this new value 
and symbol before, after - or 
in place of - the original 


specified currency. 

To avoid possible mali- 
cious actions, the conversion 
data is stored remotely on a 
network server that is not 
accessible by users. The pro- 
gram calculates using six 
figure conversion rate multi- 
pliers with rounding to the 
nearest cent, thus meeting 
European legislation. 

Even if computer users 
manage to fathom out how 
to display the glyph on tbe 
screen, there is no guarantee 
that it will print. Office 
printers that use built-in - 
as opposed to downloadable 
- fonts are unlikely to have 
a glyph in their character set 
because the set was designed 
before tbe euro was con- 
ceived. 

The solution is to force the 
printer to download the 
glyph character from the 
computer, but this is easier 
said than done. Clearly. IT 
managers can expect a lot of 
frustrated users next Janu- 
ary when the search for the 
elusive glyph starts in ear- 
nest 
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Countdown to the euro: in central Brussels, a six-metre (20ft) high 
revolving dock Indicates to the second how much time there is 
before the launch of the European single currency. The dock was 
unveiled in April this year at 


PREPARING FOR EMU a By Mark Vernon 


Worries over financial software 

Smaller companies 'will be under tremendous pressure and at very great risk’, analyst warns 


E uropean Monetary 
Union is “a subject 
very poorly under- 
stood ... it will be a very 
risky project." So warned 
John Major. Britain's former 
prime minister speaking at 
an executive Emu summit in 
Miami. Florida, earlier this 
year. 

But although Mr Major 
had the political and eco- 
nomic dangers in the fore- 
front of his mind, by the end 
or tbe event it was perhaps 
the implications for com- 
puter systems that were of 
more concern to his treasury 
audience. Threats of a more 


tangible and predictable 
nature had been outlined in 
depth by then. 

The first came from Den- 
nis Keeling of tbe UK’s Busi- 
ness and Accounting Soft- 
ware Developers’ 
Association (Basda). 

Discussing the white 
paper, which he authored. 
The European Union's Eco- 
nomic and Monetary Union, 
be predicted that 90 per cent 
of accounting software pro- 
viders wifi be exposing their 
customers to “ unnecessary 
risk" as they migrate to the 
single currency. 

Senior Gartner Group euro 


specialist Joyce Boland, 
added to the warning that 
many small companies are 
not going to escape 
unscathed in the scramble to 
become compliant. “They 
will be under tremendous 
pressure and at very great 
risk." she said. 

Mr Keeling's concern 
issues from the methodolo- 
gies software that developers 
have adopted to meet the 
requirements of Emu. 

Broadly speaking, there 
are three approaches: 

□ The minority big bang 
approach, that uses a “one- 
stop" conversion utility. 


□ A parallel approach, 
similar to that used in many 
new implementations when 
one system is run down as 
the other winds up. 

□ And a phased approach, 
the preferable - though 
more demanding strategy - 
but one which, according to 
Mr Keeling, allows for maxi- 
mum flexibility throughout 
the risky transition period. 

The concept of the phased 
approach is that the system 
is able to handle the local 
denominated currency and 
the euro Cor all transitions. 

Rather than have the euro 
currency and the local cur- 


rency on the same transac- 
tion line, a typical strategy 
incorporates multi-books 
that allow ledgers to be held 
simultaneously and inter- 
changeably in all currencies 
required. 

The net result is a solution 
with which companies con 
switch from their local cur- 
rency to the euro, and vice 
versa, at any point during 
and after the transition 
period. 

Mr Keeling argued that 
although a phased approach 
was the only safe way to 


the MILLENNIUM ‘BOMB’ • By Rod Newtng 

Year 2000 date 
issue: systems are 
already failing 


Companies are warned they must issued to expire past lass, 
not wait until next year to solve their 

computer compliance problems follow ing month, the . L j 

O ne of the ereat that costs public sector are expiry dates were 20®- - 
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MKWcomputer date beyond government one of the staff at a 
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O ne of tbe great 

myths of the year 
2000 computer date 
problem is that computers 
will fail at midnight on 
December 31. 1999. which 
leaves organisations 
another 347 days to solve 
the problem. 

The “Y2K" issue, as it 
called, has arisen because 
computer programmers 
have traditionally only 
used two digits for dates, 
thus the year 2000 will 
appear as 00 - which 
computers will ‘read" as 
1900. 

The problem will arise 
during computerised 
business processes, both 
visible and “hidden", that 
traverse the millennium 
divide. As these processes 
usually involve a forward 
time horizon, problems are 
already happening. It also 
means that the number of 
failures will quickly 
accelerate as the year 2000 
enters the time horizon of 
millions of business 
processes. 

A survey by the 
Information Technology 
Association of America, 
early this year showed that 
44 per cent of respondent's 
organisations had already 
experienced year 
2000-related system failures 
under normal operating 
conditions. 

Twelve months is a very 
common cycle for a 
business process, thus it 
has long been said that 
Y2K problems needed to be 
solved by the end of this 
year, so that organisations 
could enter 1999 with 
compliant systems. 

“The best-practice answer 
for large companies is to 
complete year 2000 project 
work by September. 1998," 
says Robin Guenicr, 
executive director or 
Taskforce 2000. the UK 
year 2000 awareness 
programme. “This leaves 
just two months to sort out 
problems so that the 
systems are ready for the 
year 1999." 

Meanwhile, the UK’s 
latest Andit Commission 
report confirm's Taskforce 
2000’s fears that “the 
public sector's preparation 
to deal with the year 2000 
problem is in disarray." 

The report. A stitch in 
Time, finds that the 
majority of local 
authorities and National 
Health Service Trusts are 
behind schedule in tackling 
the problem and concludes 
that it will be impossible to 
make all systems and 
equipment year 2000- 
compliant in time. 

Taskforce 2000 claims it 
confirms a long-held belief 


that costs public sector are 
likely to escalate far 
beyond government 
estimates, as many trusts 
and authorities have yet to 
determine a budget for 
their year 2000 projects. 

For business reasons, 
most companies and IT 
suppliers are often loathe 
to admit to specific 
examples of year 2000 
problems which have 
already occured. However, 
examples are provided by 
Peter de lager, one of the 
world's leading experts on 
the year 2000 problem and 
by members who subscribe 
to his mailing list at the 
Year 2000 Resource Center 
(hup: hmnc.year 2000.com). 

Although the example 
listed below are reported 
anonymously, we have the 
names of tbe individuals 
and organisations 
concerned: 

C Computers at a US 
insurance company began 
billing newborn babies for 
insurance cover in 1977. 

The parents bad paid the 
child’s policy in full for the 
first 23 years - and at the 
age of 23, the young person 
could opt to cash out tbe 
policy or convert it. 
Inevitably, the computers 
calculated that 77 plus 23 % 
“00" - so the baby was 
getting offers to convert 
the policy. 

L ate in 1992. a US 
State had to rewrite 
the portion of a 
driver license system that 
evaluated driving 
violations, using a sliding 
seven-year time frame 
involving the current date, 
plus or minus seven years. 
The system would have 
failed with the first 
li olation conviction in 
1993. 

Zi A supply of corned 
beer was rejected by the 
computer system of one of 
the UK’s largest retailers in 
1995 because tbe 
“best-before" date showed a 
year of “00”, intended to 
mean 2000. but interpreted 
by their computer as 1900. 

u An engineering 
company in 1995 could not 
use its general ledger 
budgeting feature to plan 
the financing for the fifth 
year of its five-year project 
because 95 plus 5 = “00*. 

□ Cara were sold in 1996 
with a four or five-year 
corrosion warranty. Tbe 
first claims were rejected 
because computers reported 
that the warranty cover 
had “expired 95 years ago." 

□ A US State licensing 
agency issues certificates 
for 30-mouth periods. In 
July 1996, the first month 
that licences would be 


community college in 
Oregon. US. notified the ^ 
personnel department Uut*! 
they intended to retire on a 
specific date in the year 
2000. On the next trial 
payroll run. that person’s 
pay was rejected with the 
error message stating that j 
that person had already - I 
retired. 

1 An elevator had been 
causing problems by 
“parking" alt but one lift 
yet no faults could be 
found. The organisation’s 
year 2000 team discovered 
that the elevator display 
console read April 14. 1996. 
not 1998. This was a 
Sunday and the elevator is 
intended to only run one 
carriage and “park" the 
rest on that day. . * 

Z Tbe advertising and 
associated air-time 
scheduling application of a 
large US television network 
had to be rewritten. It 
would have failed last 
month because its long 
range analysis looked 18 . 
months ahead- 
Z At a US coHege it was 
discovered that the general 
ledger, accounts parable 
and accounts receivable 
systems would fail on July 
1, 1999. the first day of the : 
fiscal year that ends in 
2000. The budgeting system 
for that year would fail 
earlier, as the process 
starts in June 1998. There * 5 
will also be problems in jfe j 
mid-July 1999 when it rolls j r 
forward from the academic j 
year, 1999-2000. 

■_ A banker working on 
longer-term projections did 
not notice that the screen 
date - 1/1/21 - was 
interpreted by his 
spreadsheet package to 
mean 1921. giving the 
wrong results. 

Z During tests on a new 
client/server system, 
engineers found that they 
were using compliant date 
fields stored in the 
database, bat were 
stripping the century off 
the application code. 

Z An increasing number 
of tour operators - whose 
computer systems may not 
be year 2000-compliant - 
are concerned that as soon 
as they launch 1999 holiday 
brochures this year, they 
will have to deal with year 
2000 booking dates. 

Software issues: accounting 
systems are increasingly 
being used with separate i J 
financial management w . 
software, but the euro and 
Y2K issues are holding back 
Web integration - see 
report, page 13. 




So we're looking to the sun 
for practical solutions. 




Why are the best and brightest ideas so often overlooked? 

Most life on earth draws its energy from the sun, yet the 
potential of solar energy as a reliable power source is largely 
unrealized. Except by Kyocera. 

While others debate the likely impact of global warming, 

Kyocera is developing efficient, affordable solar energy solutions that work today. 
Helping to reduce greenhouse gases and lessen our dependence on fossil fuels. 

Back in the 1970s, when solar cell technology was still young, other companies 
shied away from the costly research required to create more effective cell systems. 
Not Kyocera. We were the first company to perfect the technology for multicrysta! 
cells. These efficient, less expensive cells make solar energy a more practical option 
for the average homeowner. 

Today, Kyocera is one of the world's leading producers of solar cells. We're 
setting records for energy conversion efficiency* We mass-produce the largest 
functional solar cell. And our R&D team continues to look for new ways to convert 
more sunlight into more energy, more efficiently. 

Our goal is to help place solar energy systems on one million rooftops by 2010. 
Because every solar cell that Kyocera puts into circulation helps to reduce carbon 
dioxide emissions and perhaps the threat of global warming. 

Kyocera is working today for a better world. One in which our planet's delicate 
natural balance remains intact for future generations. 
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BANKING SYSTEMS . By Philip Manchester 


IT in FINANCE 


Internet opens door to 
endless innovation 
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limitations of a simple cash machine in a bank 
wii, the Web has an explosive growth potential for 
ottering new business models of financial services 


A lmost everyone in 
financial services 
wants to be a bank 
nowadays - at least, in the 
UK. Gone is the time when a 
bank was a large, imposing 
building in the high street. 

In the 1990s. to a growing 
number or people, a bank Is 
an organisation with a com- 
puter at the end of a tele- 
phone line. The organisation 
might not be a traditional 
bank, but a supermarket 
group - for example, Salis- 
bury: or a chain store, such 
as Marks and Spencer. Or it 
might be a "lifestyle" brand, 
such as Richard Branson's 
Virgin group. It could even 
be a traditional bank in a 
new form - such as Mid- 
land's First Direct telephone 

bank. 

While “globalisation" of 
markets and deregulation 
have contributed, informa- 
tion technology - and, espe- 
cially, the growth of the 
Internet - are the main 
causes of this change. 

IT has, of course, long 
been a force for change in 
the financial sector and 
large banks have pioneered 
many new concepts in apply- 
ing technology. 

From the front-line “ser- 
vice" battle for customers 
among the retail banks and 
the rise of the automated 


teller machine (ATM) to the 
high-speed networks used 
for online trading, the com- 
bination of computers and 
communications has stimu- 
lated competition, reduced 
costs and improved service. 

Now IT is causing an even 
more fundamental change 
which threatens established 
institutions and promises to 
alter the structure of bank- 
ing. The rapid advance of 
technology favours new 
entrants to the market and 
increased competitiveness is 
stimulating merger and 
acquisition activity. 

As a result, banks are 
being forced to rely on IT 
not only for their opera- 
tional systems - but also for 
other activities. These range 
from decision support and 
marketing to service deliv- 
ery and “customer-care". 

More importantly, they 
must build and deploy their 
new iT applications quickly 
and effectively to ensure 
they keep their position in 
the market “Banks are hav- 
ing to deploy technology 
quickly to cope with the 
changes they face. Increased 
competition from new 
entrants, the demand for 
online services and the cur- 
rent round of merger mania 
are some examples," says 
Mark Bar doe, marketing 



Internet enthusiast; Louts Garstner, chairman and chief executive 
of IBM, says that electronic commerce is a key focus for the 
company and its customers hi financial services at 


manager at retail banking 
software specialist Parallax. 

The banks are looking for 
technology which can open 
the door to their product 
base to their customers. 
“There is such a tremendous 
variety of areas they must 
cover and it brings in every 
level of technology from the 
mainframe back-end data- 
bases to the desktop PC 
browser for the Internet," 
adds Mr Bardoe. 

The main focus of all cur- 
rent applications of IT to 
banking is, of course, the 
customer. IT has consis- 
tently changed the relation- 
ship between banks and 
their customers over the last 
30 years. 

T he current change, 
however, Is the most 
profound. “With the 
ATM. banks provided a large 
number of users with access 
to their back-end operational 
systems - but in a very lim- 
ited way." says Alfred Spec- 

BIX p PijUul fagl fi m MMU 


tor, general manager of 
IBM's worldwide transaction 
business. 

“But now, the InterneL has 
removed the limitations and 
there is an explosive growth 
in the diversity of business 
models. The low cost of pro- 
cessing and tbe enormous 
flexibility in customising 
transactions opens up lots of 
new opportunities for banks 

- and others - to innovate." 

This does not mean that 
traditional back-end process- 
ing are about to disappear 
only that they will need to 
adapt to changes in Lhe mar- 
ket. "Companies cannot 
afford to re-write their whole 
business to cope with tbe 
Internet - there around 20 
billion transactions a day 
running on existing systems. 
But they need to change and 
they have to integrate their 
existing applications and 
processes with innovation to 
reach out to the customer," 
says Mr Spec tor. 

Banking has become all 
about customer information 

- and understanding the 
relationship between the 
bank and the customer. This 
is a big problem for many 
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Millions of people ta China are tiecoming aware of (he potential of the Internet - and a new work! of electronic commerce. The demand 
for computers Is strong - pictured above is a young boy in Beijing, demonstrating his sfctBs at a display in the ‘Computer Lovers' City' 


reasons - not least the cur- 
rent round of mergers and 
acquisitions where they can 
to combine different cus- 
tomer bases, says Tony Har- 
rington. bead of marketing 
at Unisys's financial and 
retail services business. 

The central role of IT in 


banking applications has 
also changed the relation- 
ship between banks and 
their suppliers - leading to 
innovation in how IT is 
priced. The technology is 
moving so quickly that it is 
becoming impossible Tor 
businesses to keep up - so 


we are seeing a rise in part- 
nerships with IT suppliers. 

"This trend is changing 
the way we charge for our 
services and software. We 
are moving away from tradi- 
tional licensing to perfor- 
mance-based pricing." says 
Mr Harrington. 


Z Banking software; 
how forecasting systems 
help banks maximise 
returns and offer competi- 
tive prices - page 13- 

Z Online banking forecasts: 
new report, page 14. 
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HOW TO CUT 10 HOURS OUT OF A 


2-HOUR MEETING 


SOFTWARE FOR EMU 


55 


Suppliers 'have 
under- estimated 
resources need’ 


From facing page 

enter the troubled waters of 
tbe single currency’s transi- 
tion period, most software 
suppliers simply do not have 
the resources to fulfil the 
extra development required 
-j to support It 
* In reality, a parallel 

approach will be the option 
sold, in spite of protestations 
to tbe contrary, leaving 1 , end- 
users overly exposed to. the 
potential problems that the 
European .project Inevitably 
presents. 

Martin Mackayv industry 
strategy director, financial 
services, with PeopleSoft, 
represents one of the few 
companies that show up well ■ 
under Mr Keeling's analysis. 
“Software suppliers have 
dramatically underesti- 
mated the resources 
4, required to enable enterprise 
application packages for 
Emu. with the result that 
many are offering inflexible 
solutions," be said. t 
Organisations need to look 
very carefully at the implica- 
tions of the solution the ven- 
dor is purporting to offer, as 
adopting the single currency 
is a risky business, even tor 

the biggest euro-enthusiast. 

he added. _ 

-As much flexibility as 
possible in the IT which sup- 
ports this business change is 
vital to minimise risk, let 
alone put companies in a 
% position to make the most of 

7 the advantages Emu sug- 

... gests," says Mr Mackay. 

£• ' Gartner Group s Ms 

£ Roland added to the worries 

r- bv suggesting that smaller 

£ companies might not survive 


unscathed the transition to 
the euro - again, “because of 
the lack of preparedness 
from software vendors." 

Developers simply do not 
have the people to fix the 
problem. Smaller companies 
will inevitably loose out 
because larger companies, 
that carry more clout with 
their suppliers, will absorb 
tbe scarce resources avail- 
able. 

Ms Boland alan drew the 
audience’s attention to 
another issue, the problem 
that Emu will pose for PC 
compliance. Corporate PCs 
typically have 10 “hidden" 


'Developers 
simply do not 
have enough 
people to fix 
the problem' 


applications . .installed on 
them, such as customised 
tools embedded in spread* 
sheets developed by individ- 
uals to support their busi- 
ness decisions. 

“Educate, educate, edu- 
cate.” was Ms Boland’s plea, 
since the corporation cannot 
otherwise hope to reach 
these users. 

The problem of knowing 
whether companies are com- 
pliant was also raised by Ms 
Boland. As with Basda, the 
Gartner Group will be Issu- 
ing measures for assessing 
compliance in the near 
future.*; 

Accounting software: see 
page 13- ■ 



It's simple. Go with a Digital Visual Communications' system from VTEl. Instead of spending all day cruising al 35,000 Feel, 
get there in all of 30 seconds, via what we like la describe as videoconferencing that's been raised lo a higher level. 
-I j-'s a revolution powered not by gas turbine engines, but by greal picture and sound quofity, intuitive user 
controls, and ingeniously simple video network management? It's a way of making lhe impossible, possible A way you 
caii- be there, without going there. And because VTEl 15 the only company whose entire product line is completely 
compatible with your PC network, you'll hove oil the data, graphics, and applications you need, right there with you. You’ll 
also have quite a few extra hours you wouldn't hove hod. free to spend as you see fit. (Hey. here's a thought; Go home.} 
For more, call +1 512-231-2870. In the UK, +4d (0J 1 18 955 3233. Or visit www.vtel.com. 
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“Call for a free video about VTEL's 5martVideoNet Manager; the ideal way la control and manage yaur Digital Visual Communications network 
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IT in FINANCE 


INFORMATION SERVICES . By Philip Manchester 




I t used to be said that 
money made the world 
go round. Nowadays it Is 
information - and nowhere 
Is this more true than in the 
financial sector. 

In the financial markets 
timely information about 
price movements in com- 
modities. stocks and shares, 
currencies, derivatives and 
financial futures can mean 
the difference between a for- 
tune or bankruptcy. 

Organisations such as 
Reuters, Bloomberg and Dow 
Jones have been able to 
charge a premium for this 
sort of Information. 

But the spread of network- 
ing and low-cost computer 
power - especially through 
the Internet - poses a threat 
to these established institu- 
tions. 

Rival information services 
are able to offer lower prices. 
Innovative delivery methods 
and new techniques for ana- 
lysing the huge volume of 
financial data now available. 

Companies such as Virtual 
Telecom (VT) are. for exam- 
ple, challenging established 
financial information 
sources and offering similar 
services at much lower 
prices. “We are leveraging 
the Internet to provide stock 
quotes and electronic broker- 
age to the European invest- 
ment community says Neil 
Gibbons, chief executive of 
VT. Internet technology has 
enabled VT to offer a service 
which, it claims, is compara- 
ble to Reuters for between 
12.5 per cent and 20 per cent 
of price. 

It is not only market infor- 
mation that is important, 
however. Many financial 
organisations are under 


Financial news - 
by mobile phone 

Telecom companies are experimenting with digital 
mobile systems that link to the Internet, downloading 
e-mail and customised information services 


growing pressure to combine 
outside information services 
or “feeds” with competitive 
information about their 
rivals and Internally-derived 
information about custom- 
ers. 

“The big financial institu- 
tions face a number of chal- 


lenges - new entrants to 
their markets, globalisation 
along with new technologies 
such as the Internet. But 
they also have huge assets 
In their databases. The prob- 
lem is that they can't get at 
the data. There is gap 
between what they need and 


what IT can provide." says 
Steve Rogere of Oracle's 
financial services group. 

This Is particularly true 
with customer Information - 
which is increasingly how 
large financial institutions 
differentiate and compete. 
“A customer is more pre- 



Rnancfal professionals are not the only people wanting global i n forma tion: housewives, teova, at h 
bank In Hong Kong watch as the Hang Seng oidex drops sharply, folowing s fafl on WaS Street ap 


SUPPLIER PROFILE: CISCO SYSTEMS • By Geoffrey Wheelwright 

Strategy to gain 'next 
generation’ products 

Cisco, the networking equipment 
supplier, has made 21 acquisitions in 
three years - and may add up to 15 
more this year 


J ohn Chambers is having 
a winning season. As 
president, chief execu- 
tive and "head coach" of 
Cisco Systems - which 
itmIcpk the hardware '‘plumb- 
ing” for Internet and intra- 
net networks - he is ready 
to compete. And so far, his 
team's statistics this year 
are looking great 
Net sales for Cisco's fiscal 
third quarter (which ended 
April 25. 1998) were $2.184m 
- compared with $1.64Sm for 
the same period last year - 
giving it an increase of 33 
per cent. Part of this 
increase, however, was due 
to the feet that Cisco's “play- 
ers' sports bench” Just keeps 
getting longer as the com- 
pany makes one strategic 
acquisition after another in 
an effort to stay one step 
ahead of tbe competition. 

The company's actions in 
the first few months of 1998 
alone illustrate just how 
fast-paced it is when acquir- 
ing key “players” in the high 
speed data communications 
market. In February, for 
example, not only did Cham- 
bers complete the acquisi- 
tion of LightSpeed Interna- 
tional of Sterling. Virginia - 
a company that creates voice 
signalling translation tech- 
nology - but he also 
announced a definitive 
agreement to acquire pri- 
vately-held WheelGroup Cor- 
poration of San Antonio. 
TVxas. which specialises in 
network security software 
products. 


O 


n March 11. Mr 
Chambers 
announced a defini- 
tive agreement to acquire 
NetSpeed of Austin, Texas - 
a key supplier in Digital Sub- 
scriber Line (DSL) technol- 
ogy in North America - as 
well as Precept Software of 
Palo Alto, California. Pre- 
cept is an innovative multi- 


media networking software 
company. 

It’s not hard to see the 
synergy between Cisco and 
the various companies it is 
acquiring, but the pace of 
these deals would leave 
many others lost for words. 
But not John Chambers. In a 
recent Interview, he paused 
long enough from this “shop- 
ping spree” to explain why 
he is so busy acquiring what 
he considers key niche mar- 
ket companies - and how 
they fit into the “team" he 
has been building since tak- 
ing over the chief executive 
role at Cisco, three years 
ago. 

The first key is to realise 
what you are acquiring." he 
says. “Lots of people forget 
what they are really acquir- 
ing. So. when large financial 
institutions combine in dif- 
ferent geographies, they are 
often looking for access to 
market areas, customer-sets 
and market share. Our tar- 
get is next generation prod- 
ucts that the company can 
use to lead the market - and 
tbe people who can make 
that happen." 

Acquisition is not the first 
route into a market for 
Cisco, but it is clearly a key 
route for making an impact 
on many new, emerging and 
complementary products. “If 
you are not one of the first 
playeis to market - our rule 
of thumb is one of tbe first 
five - you will never become 
number one or two," he sug- 
gests. 

“That was one of IBM's 
weaknesses - and other 
large technology companies 
weaknesses - taking a prod- 
uct to market and never 
becoming number one or 
two fn that arena. So, if we 
weren’t in the first five, we 
'partner' with one of tbe first 
five - or we acquire. Simple 
as it sounds, it's just a very 
disciplined approach to tbe 



dous than ever - it can coat 

a fortune to get a customer 
and it so easy to lose them ," 
Mr Rogers adds. “We think 
that IT can bridge the gap 
and deliver Information 
drawn from multiples 
sources - outside feeds, 
internal databases and leg- 
acy systems." 

Delivery methods are also 
changing. The days when 
financial information meant 
half a dozen screens on the 
desktop have been replaced 
with a single networked 
workstation — and the possi- 
bility of delivering through 
other media. 

Mr Gibbons of VT sees 
internal company intranets 
- connected to information 
sources via the Internet - as 
one key area for develop- 
ment “The Internet costs 
less as a delivery medium. It 
also gives a level of mobility 
that you don't get with tradi- 
tional delivery methods." 

Data warehousing special- 
ist Micro Strategy is taking 
the concept of mobile deliv- 
ery of financial data even 
further and offering a range 
of delivery methods: “Our 
approach is to give users a 
choice - either the standard 
desktop by e-mail or fax or a 
digital mobile telephone. 
Users can set up their own 
filters to customise the con- 
tent and choose how they 
want it delivered,” explains 
Micro Strategy's UK manag- 
ing director Stewart Holness. 

The beauty of this 
approach is that there is 
little In the way of infra- 
structure costs and users do 
not need a pile of compli- 
cated desktop tools. “Users 
can go via a call centre or 
set up their preferences on 
Web site.” he adds. 

This approach to delivery 
of financial information is 
based on what might be 
called a “publish and sub- 
scribe" model. The differ- 
ence between this and tradi- 
tional information services 
is that subscribers «m refine 
tbe level of information that 
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An anxious Investor in Seoul, Korea, watches the deafing screen of the Tokyo stock market Financial 
markets have faten as the yen HR an eight-year low against the dotter 


they receive. 

Unisys, the IT services 
company, has been working 
with financial organisations 
to find ways to take the pain 
out of Information overload. 
It is using software “agents" 

- small software programs 
that nan sift through infor- 
mation on behalf of a users 

- to give users a better ser- 
vice. 

“OUT talks with BnanriaT 

institutions revealed a need 
for some form of information 
management. They gather 
information from all over 
the place - Reuters. Bloom- 
berg and so on - and wanted 
a way to capture It and bring 
it all together." explains 


Philip Jones, a consultant 
with Unisys’s publishing 
solutions group. 

Information should be 
individualised because there 
is so much of it, he adds. 
“We can use software agents 
to do this. We can store a 
user profile which specifies 
the subjects they are inter' 
ested in and then pushes out 
their Information when they 
log on." 

Unisys is also following 
the trend for innovative 
delivery methods. “Users 
can, of course, come in from 
the World Wide Web - or 
through an internal Internet 
But it could also he delivered 
by fax and e-mail" says Mr 


Jones. "We are also planning 
to integrate voicemail as yet 
another option." 

The quality of text-to- voice 
synthesisers is now good 
gnmiph to think in terms of 
delivery by audio over the 
telephone - a little like a 
speaking clock. 

More likely, is the 
increased use of either lap- 
top or palm-top com peters - 
connected via a digital 
mobile telephone. Telecom 
companies such as Nortel 
and Nokia, for example, are 
already experimenting with 
mobile devices that can plug 
into the Internet and down- 
load e-mail or access infor- 
mation services. 


PC-BASED HOME BANKING • By Mark Vernon 


Web offers a ferment 
of experimentation 


Chambers: teamwork Is vital, he says 


market" 

It would appear that Mr 
Chambers knows whereof he 
speaks - particularly when 
be talks about IBM. He 
began his career by spending 
six years with IBM, after 
which he had eight years at 
Wang Laboratories. So when 
he landed at Cisco, his 
thoughts on acquisitions 
seem to have been well 
formed. 

he company has made 
21 acquisitions in 
three years “and prob- 
ably will do another 10 to IS 
this year,” he predicts, rei- 
terating that Cisco would 
rather develop new products 
in-house where possible. 
“But 65 per cent of our prod- 
ucts are internally developed 
and the other 35 per cent are 
from partnerships and acqui- 
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sitions. That speaks to a 
realisation by us that no-one 
can do it all themselves.” 
There are, according to Mr 
Chambers, five vital ele- 
ments for him to look at in 
any acquisition. Both compa 
nies should have a common 
vision, he says, and there 
should be a short-term and 
long-term “wins" for both 
sides. The “chemistry and 
cultures" of tbe two compa- 
nies should match and, If it 
is a large acquisition, there 
should be close geographic 
proximity. 

“You have to remember 
you are acquiring peepte;" he 
says. “If you want to know 

how an acquisition really 
wins, you have to ask how 
many of the key engineers, 
managers and leaders are 
still there two years later. 

“You would be shocked - 
in many cases. 40 to 50 per 
cent are gone. When you 
spend $500,000 to $700,000 per 
person to acquire a company 
- that is, the *per employee' 
cost of the acquisition - 
that's a disaster for your 
shareholders. Our average 
attrition six per cent” 

When Andy Grove, the for- 
mer Intel chief executive, 
came to speak to Cisco's 
senior management team 
about Intel's growth, he 
asked how many were there 
at Cisco as a result of part- 
nership or acquisition - 
“and more than 40 per cent 
of senior management raised 
their hands." 

In any conversation with 
John Chambers, it would 
appear the other unavoid- 
able topic is team work - 
something that he says he 
believes in so strongly that 
it permeates everything he 
does. Even when he plays 
tennis, ft's only doubles. 


In a bid to attract 
customers, banks 
are providing a 
wide range of web 
site innovations 

B auca di Roma win tell 
you about local 
cultural events. Credit 
Mutual provides its very 
own “Best of the Web". 
Nationwide connects you 
straight to the football 
league. And this is to say 
nothing of the actual 
business of banking over the 
Internet Ail over Europe, 
banks are in a veritable 
ferment of experimentation 
with their Web and PC-based 
offerings. 

The name of the game is 
to attract users to the 
service. The rules of the 
game are. apparently, almost 
entirely up for grabs. The 
question is: what is being 
learnt about the new 
channel amidst all these 
pilots and trials - and are 
their any indications as to 
what the Internet banking 
service of the future will 
look like? 

What is not being 
discussed here is a simple 
Net presence. On the other 
hand, the industry is also far 
from the state described by 
the Web visionaries, whe-e 
personalised sites - 
operating in a paradigm of 
one-toone service - pop up 
fresh information of direct 
relevance every time the 
user logs on. 

Many banks are barely 
coping with the early 
features of interactivity, 
stuck on feedback forms and 
e-mail addresses. 

A number are now 
providing what might be 
called home banking, 
utilising personal finanoe 
software, notably Microsoft 
Money and Intuit’s Quicken, 
to perform transactions such 
as fund transfer and bQl 
payment via a direct dial 
connection. But there are 
relatively few that have so 
far established a genuine 
Internet banking service, 
allowing access to accounts 
from a browse- over the 
Internet, without the need 
for locally installed 
proprietary software. 

A useful barometer of 
change is provided by 
Unisys on the Internet 
Banking Web site 
(www. mterrm4janJdng.com). 

It lists 30 European 
institutions that fall into the 
fall category of Internet 
banks. Of those, 17 are 
German and nine are 
French. Britain can boast 
four, placing it third on the 
list 


German and French hanks 
“have recently been the 
most active in pushing up 
the barometer up, with 
support also provided by 
Italian and Belgium 
developments, too." says 
Steve Pariser, European 
programme director for Net 
Solutions at Unisys. 

Austria's Bawag Bank, 
colloquially known as “the 
worker’s bank”, can claim to 
be an originator in the 
Internet banking space, not 
only as the first organisation 
to use a Microsoft Money 
client but since April of this 
year, also as the first in 
Europe to offer a Web 
shopping mall payment 
service that does not require 
a credit card, but links 
transactions straight to the 
user's bank account 

This trial fits into a 
philosophy of 
experimentation, in the 
quest for real knowledge of 
what clients might want out 
of an Internet banking 
service. Bawag has learnt, 
for example, that customers 
are typically on line far 2 % 
minutes, less than they 
originally expected, which is 
good in as much as fewer 
servers are required to 
support the service, but bad 
in that it takes extra effort 


to attract customers to all its 
features. 

“We also found that users 
of the Microsoft Money 
interface came online mostly 
in the evening, whereas 
those accessing the bank 
through a browser did so 

‘The online 
customer 
should feel in 
control, but 
the machine 
should do 
most of the 
work' 

during the day from the 
office," says Werner 
Scboenfeldioger, a 
consultant at Bawag. 

Just who is using the site 
is a mystery as yet - the 
bank needs to upgrade its 
servers before it can analyse 
that information, though 
users are expected to consist 
mostly of small businesses 
and technology-sawy 
customers. 

We've also noticed that 
when the service goes down. 




Home banking: Tom Theos, a Bank of Boston employee, logs on to 
a laptop computer. The system, connected directly to Ms bank 

account, allows Mm to do aU Ms personal bankbig from home ap 


the hotline lights up." adds 
Mr Schoenfeldinger. 

Trust and security are 
ever-present issues for banks 
developing these kind of 
services. Even a rumour of a 
breach leads to a welter of 
unwelcome publicity. The 
irony is that in providing the 
psychological confidence 
that the Internet is 
impregnable, banks are 
developing solutions that - 
in reality - lead to 
technological overkill. 

Among innovations, 
MeritaNordbanken, in 
Finland, uses sin art cards 
that are swiped through a 
reader supplied when a 
customer signs up to its 
Internet banking service. 

This feeds private RSA keys 
into the system that can 
never be copied, removed or 
tampered with, claims the 
company. 

The solution seems 
popular, too. In less than 
three months since Its 
introduction. 13.000 people 
have gone online in this 
way. The smartcard reader 
is simply plugged into the 
computer, which offers the 
user the flexibility of being 
able to do their banking 
from any PC, wherever they 
happen to find one. 

Arguably the most 
innovative experiment in 
Internet banking to date 
comes from Britain, with the 
recent launch of the 
Co-operative Bank's Web 
service. Tbe Java -based 
interface looks not unlike a 
handheld computer game, 
suggesting that tbe bank is 
making a serious attempt to 
address the inhibitions of 
those who find the “techy" 
environment of the Web 
intimidating. 

Nick Spooner is part of the 
creative team at Entranet 
which developed this 
Co-operative Bank's web 
site, and he provides a check 
list of aims in support of its 
radical design: 

Electronic commerce 
should do two things: lower 
cost and accelerate trade." 
be says. 

“The customer should feel 
in Control, but the marTiino 
should do most of the work. 
The slightest amount of 
discomfort in the design 
leads to prejudice - and that 
leads to distrust ft it is easy 
to use, it is easy to buy.“ he 
adds. 

This amounts to a 
powerful advocacy of the 
Cooperative Bank’s 
relatively unconventi onal 
approach - and as strong a 
list of rules for the Internet 
hanking gam* as any. 

Time will tell whether 
clients are prepared to buy 
its noveltv. 
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fT in FINANCE 


, By Geoffrey Naim - 


^Braced for big upheavals 


Consolidation of the world’s stock 
P^^es has gained new impetus 
sm §| e European currency 
the creation of the 'eurozone' 


4 


C omputer technology 
is often held to have 
revolutionised the 
securities industry but the 
changes that have taken 
place so far are Just a fore- 
taste of a new era of unprec- 
edented innovation that will 
fundamentally transform the 
industry in the next few 
years. 

The securities industry 
has long had a love-hate 
x relationship with technol- 
ogy, most recently in the 
controversy over electronic 
trading systems. The growth 
of such systems - in which 
orders are matched by a 


computer, rather than 
passed through market mak- 
ers - was meant to herald a 
big shake-up in the industry 
by reducing spreads 
diminishing the 
market makers. 

The latter have fought 
back, claiming’ order match- 
ing technology is not yet 
ready to replace traditional 
trading. They dte. for exam- 
ple, the Chicago Mercantile 
Exchange’s Globex elec- 
tronic trading system, Which 
failed one afternoon to. May, 
forcing the exchange to go 
back to “open outcry” trad- 
ing for the rest of the day. 


More importantly, elec- 
tronic systems have often 
failed to deliver the expected 
pricing and liquidity bene- 
fits. The market makers 
have thus so far largely 
managed to retain their old 
ways and their power, and 
while their names may have 
changed following mergers 
and acquisitions, the rules of 
power of • the game largely have not 
Today, however, the indus- 
try is bracing itself to take 
the foil impact of technologi- 
cal change and for the first 
time is unsure who wiH be 
left standing There are two 
main forces shaping the 
industry today. The first is 
the trend to consolidation 
among the world's 
exchanges that has gained 
new impetus from the single 
European currency and the 



Pause lor reflection: a trader working on the floor of the New York stock exchange watches as the 
Dow Jones industrial average shows si^is of recovey , 
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Ways to cope with a 
deluge of research 


IT systems can sift through financial 
information to make life easier for 
research teams and their clients 


I nundated by meetings, 
appointments and hav- 
ing to wade through 
financial data and reports, 
the modem day fond man- 
ager Is facing increasing 
pressure to manage time 
more efficiently. 

In the past, portfolio man- 
agers sat at their desks ana- 
lysing ideas presented by 
brokers. However, the shift 
of household funds into equi- 
ties has Increased the role 
and the power of institu- 
tional investors, who, in 
turn are having to become 
more pro-active. - 
An increasing yrnmlw of 
new information and 
research sorting products 
are now being offered to alle- 
viate the increasing time 


Investments following the 
Introduction of the euro is 
also expected to help the 
market for videoon-demand 
as fond managers and com- 
panies face logistical con- 
straiDts on tfaw 

By the end of the year, 
RAW anticipates a total of 
100 companies to be signed 
up to have their results pre- 
sentations and announce- 
ments of the affiliates 
filmed. 

Meanwhile, with the 
amount of research material 
sent to portfolio managers 
ballooning over the past few 
years, information technol- 
ogy products which wfll sift 
through material are also 
sought after. ... 

With an TncMpwirfng Hum- 


manager’s perspective. 
There has been an under-in- 
vestment in research tech’ 
nology relative to trading, 
but increased globalisation 
and competition is expected 


^pressures. “Anything that ber of investment banks and 


helps screen information 
will be very welcome," says 
one fund manager. 

Video-on-demand of corpo- 
rate presentations is one 
new development which may 
help portfolio managers, 
who currently feel they may 
be out on vital infor- 

mation. RAW Communica- 
tions. will launch a new vid- 
eo-on-demand later this 
month in Europe and the 
US, with the backing of 
£600,000 from 31, the venture 
capitalists. 

The product will allow 
-AL fund managers to call up 
™ ifve or historical foot age of 
corporate presentations , on 
their desktop computers at 


brokers realising the impor- 
tance of analyst reports as 
an advertising tool for both 
broking and primary busi- 
nesses, fond managers and 
finance directors face a del- 
uge of brokerage research. 

Services for 
4,500 clients 

Thomson Financial, the 
US 1 In fo rm a tion ser- 

vices group, is offering one 
solution. Its First Call divi- 
sion. which already provides 
Research Direct, an equity 
research service based on 
material supplied by more 
than 200 brokers around the 


to trigger a shift amtimg bro- 
. kers and investment houses, 
he says. • . 

• The former UBS team, 
which has helped build 
research production systems 
at Smith New. Court and 
Merrill Lynch as well as at 
DBS, took the idea of creat- 
ing a system, which could 
off er a standard for the 
industry, to several informa- 
tion vendors such as Reuters 
and Bloomberg. 

AH of them, save Thom- 
son. were reluctant to partic- 
ipate, as they believed the 
concept was too difficult to 
tackle. A lot of the vendors 
only seemed to be concerned 
about getting terminals on 
desks, he says. 

The new product, which 
will use web technology, 
builds on First Call's 
Research Direct. The main 
focus, says Mr Asplen-Tay- 
lor, will be to improve tire 
targeting of research. This 
will help eliminate informa- 
tion overload which the bro- 
kets' clients face at present 
and will cut costs at the bro- 
kers. Production and distri- 
bution costs at a large 
investment bank averages 
about S2m~£5m a year,, of 
which 35 per cent is believed 
to be wasted. 

What Is more, by standar- 
dising the way research 
material is categorised, the 
material will be easier to 
use, while also alloyring 


finan cial models such as 
their spreadsheets. It also 
aims, to improve internal 
access of client and research 


anT time they wish; The world to 4^00 clients, has access to analysts’ basic 
mialitv of the picture has joined Races with three for- ftnanri»i models such as 
been a great impediment met directors cf Utohm Bahk 
hampering the use of video- of $witi*riand |to create a 
in the past, but research production and ais- 
StiESiee chief executive tributian system that could information within the bro- 
cable and make life easier for both tenge. wad es will 

Stellite SSs with a high research departments at too- be partof tbe system.it Will 
have helped over* kers and their clients. 
nnihJem, “It Although some brokers 
huge^cmomitments are developing their own 
fSStShnnlogy divisions of research production 
^^institutions at a time systems. First Call's product. 


, > when the year 2000 and euro 

■ stare a iso a huge issue, he 

SS RAW already has an 
impressive client list, .wjg™ 
includes Mercury Asset Man- 


which will be bundled in 


level the playing field for 
smaller and middle-sized 
brokers which do not have 
the capital to renew their 
research production systems 
every time a new product 


July, will be the fifst inde- comes out 
pendent system offered to Merrill Lynch, meanwhile 
the industry. has introduced a “roadshow" 

First Call conducted a snr- presentation which is avafl- 
vey with 100 fond managers aide' at fund managers’ fin- 
that indicated they wanted a gertips it recently organised 


Pnideo- that mflicaxea mey whuhsu u Bern*** u iwwu, lugoiuxu 

product whlchwodd answer 


tial and Morgan 
The fund managers at insti- 
tutions will be urging com- 
panies in which they have 
invested to cooperate 
RAW in allowing cameras 
into their meeting*. Two 

leading brokers ha e - Q m alert to new 

meetings to be coverea. 5^ through infanna- 

Video is i® 5 "” lace tion such aa analyst spread 
managers who piaw sheet modds • - 
importance anq^ ^ Simon Aspten-Taylor, one 


the fdllbwtDg needs: 

□ Define the research 
interests to all brokers. - ; 

□ Define the medium - 
i pMi, e-mail, or fa csimile 
over which they receive 

research. 


the; Spanish football club, 
using the Internet. This pre- 
sentation was tiie first of its 
kind to institutional inves- 
tors in Europe. 

Merrill believes the Inter- 
net could change the eco- 
nomics of investment road- 
shows, -which are often lim- 
ited by time and expense to 
a few venues such as Lon- 
don, Frankfort, Zurich and 
Paris.- bypassing smaller 

■gnaws “******■.” — jq sano n aqnwrmrwri «uc financial centres. This ta k es 
tatlve analysis andjrau ^ three xonnerdirectors away the disadvantage for 

watch corporate exe '"* t _ from UBS, says little of the these investors and gives 
when making their mvesi . *- — 

ment decisions- The 
sion of 


brokers' research material is investors foil access to tins 

produced from the fond information, says Merrill. 

European eqoi*r r 


creation of the ■'eurozone” - 
a powerful new trading 
block that challenges the 
traditional supremacy of the 
dollar. 

The euro could dramatic- 
ally changp tr ading patterns 
and leave many smaller 
European exchanges fighting 
for crumbs as domestic 
instruments lose their 

Importance 

“The launch of the euro 
will broaden tbe definition of 
‘domestic stocks, says Ah 
Banetfee, chief executive of 
Raw Communications, a 
City-based technology 
startup that has launched a 
video-on-demand system 
aimed at financial Institu- 
tions. His business plan is 
based on the premise that 
the arrival of the euro will 
require institutions to 
research and trade a larger 
base of pan-European stocks. 

Companies Whose annual 
meetings were once sleepy 
local affairs may soon face 
intense interest from inter- 
national investors when 
their shares trade in euros. 
“A more time-efficient way 
of mmirmnirattn^ with Insti- 
tutions internationally is 
needed,” says Mr Banerjee. 

Raw’s service will allow 
fond managers to receive 
live footage of company 
results presentations direct 
on their desktop PC. The 
system uses standard Inter- 
net protocols and video com- 
pression to distribute high- 
quality video over satellite 
and fibre optic links, thus 
sparing fund managers the 
need to travel to the meet- 
ing. 

The second patent force of 
change in fhn industry is the 
Internet. A few years ago. 
the Internet could be dis- 
missed as a technological 


curiosity by the securities 
industry. Today, it threatens 
to undermine tbe revenue 
models on which tbe indus- 
try depends. 

In the US, for example, the 
Internet is levelling the 
playing field in retail brok- 
ing; by providing inves- 

tors with services previously 
reserved for deep-pocketed 
corporate clients. 

I ntense competition for 
the legions of armchair 
investors who trade over 
the web has obliged Internet 
brokerages to bolster the 
basic trading -facilities they 
once offered with real-time 
price feeds and high-quality 
investment research to 
attract customers. 

A growing range of com- 
pany news and investment 
tools is available free from 
specialist financial informa- 
tion web sites, such as the 
Techlnvestor site of US pub- 
lisher CMP Media. This 
recently added a research 
section with access to stock 
quotes, charts, company 
news and profiles and invest- 
ment reports. 

“Tbe brokers are getting 
squeezed and have to start 
thinkin g where they fit in 
the value chain, " says Jerry 
Norton, head of investment 
banking at UK-based consul- 
tancy, Logica. 

The Internet is also revol- 
utionising the supply of 
financial information to 
institutional investors - the 
bedrock business of vendors 
such as Reuters or Bloom- 
berg- 

A new UK company, Vir- 
tual Telecom, is out to chal- 
lenge these giants using 
Internet technology to 
deliver real-time financial 
information at prices it 



React i o n to Aslan woeg a stock tractor yfe Airing tratflng on the Paris Bourse as stocks 1 
by financial probfama in East Asia 


claims are 20 per cent or less 
of those charged by its com- 
petitors. But perhaps the big- 
gest technology revolution is 
poised to take place unseen 
inside the exchanges, many 
of whose computer systems 
were designed in the 1980s 
and have been not kept up 
with technological and mar- 
ket changes. 

M ember-companies 
have bad to 
develop their own 
systems to perform more 
advanced functions "and the 
exchanges have been left 
behind." says David Ashbur- 
ner, director of exchange 
systems with Tibco. a US 
supplier of digital trading 
systems that is owned by 
Reuters. 

Notwithstanding the 


patchy track record of elec- 
tronic trading systems, most 
experts agree exchanges of 
the future will gravitate 
toward this technology. 

"Order-matching systems 
have had mixed reviews but 
there is a definite trend 
towards them." says Mr Nor- 
ton of Logica, which 
upgraded the Hong Kong 
Stock Exchange to order 
matching in 1995. 

"Early systems were rela- 
tively straightforward but 
we are starting to see much 
more complicated matching 
algorithms,” be says. 

Nasdaq, for example, is 
considering shifting away 
from using broker-dealers to 
buy and sell stock to an 
automated order matching 
system designed around a 
trading engine from US ven- 


dor Optildark. Nasdaq hopes 
the change will improve 
liquidity and deliver better 
prices to both institutional 
and small investors. Opti- 
Mark will use a super- 
computer to carry out "mul- 
tidimensional” matching 
that goes w ay beyond simple 
“limit matching” systems. 

Nasdaq hopes that if trad- 
ers are more willing to enter 
orders at various levels of 
price and size, and can do so 
anonymously, more orders 
will be placed in the market, 
thus improving prices and 
liquidity. 

QptiMark plans to start 
operating its revolutionary 
system from this summer, 
starting first with the Pacific 
Stock Exchange and later 
with tbe much larger Nas- 
daq exchange. 
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Acceleration for demanding 
business graphics 



The business world 
moves at warp speed 


Can your PC display keep up? 

Europe, Asia. America. You need global market data - now. If the graphics 
card* inside your PC isn't from Matrox, your display could be slow and unreliable. 
At worst you could be left waiting while your competitors close the deal 

For the fastest, most reliable displays, you need the world's best selling 
graphics card. The brand with twenty years of experience, its the one blue 
chip companies like Compaq, Dell, HP and IBM choose. You need Matrox. 

Visit our web site at www.matrox.com/mga 
or caU 07000 4 MATROX 



“A Mature graphics card w& accelerate 
PC performance, increase resolutions 
and colour depths and eliminate 
eye-strain caused by monitor flicker. 




Matrox (UK1 Ud, SeftOQ Park, Stoke Poges, Buckinghamshire. SL2 4JS. Tel,: 01753 64 55 44 fax: 01753 &6 55 99 
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SHARE TRADING: CASE STUDY • By John Kavanagh 


A blockbuster success 


A new UK share dealing company - 
Halifax Share Dealing - achieved a 
remarkable feat in handling 2m 
customers in its first week 


H alifax Share Dealing 
had a baptism of fire 
when it opened for 
business on June 2 last yean 
it handled two million cus- 
tomers in its first week, an 
achievement only made pos- 
sible by a unique combina- 
tion of IT systems. 

The UK company's 
achievement has won it the 
1998 Information Systems 
Management Award, organ- 
ised by the British Computer 
Society In association with 
the Financial Times, and 
sponsored by Blue Circle 
Industries, Deloitte & Touch, 
KFMG Impact Unisys and 
Woolwich, the financial ser- 
vices group; and in associa- 
tion with Elite. 

Halifax Share Dealing was 
formed by the then Halifax 
Building Society as it pre- 
pared for a share flotation to 
convert from a savings, 
banking and home loans 
organisation, in whicb its 
account holders were voting 
members, to a quoted finan- 
cial services company. 

There were fears that the 
world's biggest ever exten- 
sion or share ownership 
would bring down normal 
tr ading in the London mar- 
ket, which normally handles 
only around 40,000 trades a 
day. More than 7£m Halifax 
members became sharehold- 
ers, many for the first time 
in their lives, and the build- 
ing society expected large 
numbers to sell Immediately 
to tafrp their bonus as cash 
instead. This risked flooding 
brokers with calls and over- 
whelming normal trading. 

The 2m sellers exceeded 
expectations, but the new 
share dealing company not 
only took everything thrown 
at it bnt has also gone on to 
become a profitable business 
In its own right. 

“We considered using 
existing brokers but the 
scale of the flotation was 
just too big,” says Sue Con- 
cannon. managing director 
of Halifax Share Dealing, 
who was recruited from the 
UK subsidiary of broker 
Charles Schwab & Co. "It 
would have meant us invest- 
ing in another firm's infra- 


structure to enable it to 

cope. In addition, building 
our own operation from 
scratch meant we could go 
for the latest technologies 
and exploit automation to 
the full, for efficiency. When 
you look at what we do with 
150 staff, compared with 
other organisations, it's 
clear that this policy has 
proved itself." 

Halifax started the project 
with the intention of making 
the share dealing operation 
into a commercial business: 
It was profitable within six 


share trades in the London 
market; with its share regis- 
trar , RBS: and with Datas- 
tream, which provides 
prices. 

At the heart of the opera- 
tion is a software package 
called Tarot from TCA 
Synergo. The company is 
part of Terence Chapman 
Group, which had a £L6m 
turnover last year f rom i ts 
rr consultancy and software 
companies in the finance 
sector. 

"We chose TCA Synergo 
because they very quickly 
understood what we wanted 
to do and came up with a 
suggestion,” says Rick Girl- 
ing, business systems man- 
ager for Halifax Share Deal- 
ing. “Other suppliers said 



Sue Con cannon, managing d i rector of HaECax Share DeaBng, says: 
'Buidmg our own operation from scratch meant we could expMt 
the laMM technolog ie s * 


months and will start trad- 
ing in other companies' 
shares In the autumn. 

“It was a huge job to get 
the company going, so we 
felt that as we had the cost 
and the work, we would turn 
it into a long-term profit 
opportunity," says Mrs Con- 
cannon. 

The cost has been £6m to 
get ISO PC users online to a 
system running on a Hew- 
lett-Packard Unix computer, 
with another for back-up and 
a third for external commu- 
nications. 

The main communications 
from the company's Leeds 
centre are with Halifax’s 
chosen market maker, Mer- 
rill Lynch, which executes 


their existing products 
would do the job, but we 
knew they wouldn't" 

This last statement 
reflects the degree of auto- 
mation that Halifax Share 
Dealing wanted. "We 
couldn’t alienate our exist- 
ing customers, who were to 
become involuntary share- 
holders," Mr Girling says. 
"We needed to be able to 
execute transactions accord- 
ing to their wishes effi- 
ciently. Meanwhile, we had 
to co-ordinate share sales to 
create an orderly market" 
The level of automation 
means shareholders do much 
of the work themselves 
when they come to trade. 
When they telephone they 


are asked by a recorded 
voice to press particular tele- 
phone keys to buy or sell. 
They are then asked to key- 
in their account number. 
The system sends the infor- 
mation to the registrar, RBS, 
to validate it and retrieve 
the customer details for dis- 
play on the screen of the 
next available order taker In 
Leeds. 

The order taker now talks 
to the customer, with an eye 
on a wall display showing 
the share price, received 
from Datastream. 

Orders made at the same 
price are gathered and only 
transmitted to Merrill Lynch 
when the price changes, 
when the number of orders 
or shares traded re aches a 
set number, or after a speci- 
fied time. 

Merrill Lynch has agreed 
to bold a price for 15 seconds 
after it changes: in that time 
the Halifax system detects 
the change and sends the 
aggregated group of transac- 
tions. Merrill Lynch executes 
them in the market as a sin- 
gle trade, but Halifex Share 
Dealing Itself sends the 
details to the individual 
accounts held by BBS. 

There are also Wnks to the 
Halifax parent company's 
IBM and Unisys mainframe 
computers (the legacy of a 
merger in 1996), which print 
and mail contract notes and 
where necessary cheques to 
the customers. 

“The order aggregation, 
again, is to avoid flooding 
the market," Mr Girling 
says. 

The project was bom in 
August 1995 and always bad 
the clear tocos of an immo- 
veable deadline. Mr Girling 
says this helped towards its 
success; “We didn't always 
agree on an issue, but a deci- 
sion was always made and 
thm we all moved on.” 

He also points to total 
openness and honest; 
among all the business part- 
ners concerned: “If one part- 
ner hit a problem, we made 
sure it was treated as a joint 
problem for everyone." 

Another contributor to 
success was the fact that IT ; 
people and end-users worked 
side by side throughout - an 
arrangement which has con- 
tinued and is now being 
adopted by other parts of the 
parent group. 


WEDNESDAY nXY > "* 


BRIGHT FUrniHE roe AIMS • By Michael Dempsey 

A fresh lease of life f° r 

new-look ‘cash machines 


&■ 

vT 


The familiar 
‘hole-in-the-wall’ 
ATM has a bright 
future, linked to 
smartcard 
networks 

T he cash dispensing 
automated teller 
machine (ATM) is 
such a fareiHar product that 
bank customers do not see it 
as a piece of high technol- 
ogy. The slow response to 
account enquiries on a Fri- 
day lunchtime, when many' 
banks' central computers are 
inundated with signals, is 
the only time these custom- 
ers are exposed to the scale 
and complexity of retail 
banking ' infrastructures. 

Large international net- 
works of ATMs are now in 
place, allowing cash card 
holders to draw directly 
from an account in London 
when they use an ATM in, 
say, Kuala Lumpur. 

Electronic cash in the 
shape of smart cards is mov- 
ing oat of a prolonged exper- 
imental phase. Direct debit 
cards draw money straight 
from bank accounts in tens 
of thousands of retail out- 
lets. On the surface, it would 
appear that the ATM has 
reached its peak. But in fact 
this robust and reliable tech- 
nology is enjoying a new 
lease of life. 

NCR is a US corporation 
that owes its name to the 
cash register and today oper- 
ates across the IT and ser- 
vices industry. But hard 
cash is still a huge revenue 
generator. Despite its pres- 
ence In sophisticated soft- 
ware and hardware NCR 
remains the world's biggest 
ATM manufacturer. In 1997 
it sold more than 42JXX) of 
these wmchtnwft This repre- 
sents a four-fold Increase in 
sales over five years, with 
NCR delivering 10,000 units 
in 1992. 

This big increase in ATM 
sales reflects the feet that 
cash - as opposed to other 
means of payment - is still 
In demand. And that 
demand Is coming from a 
consumer society that 
expects more and more con- 
venience in its dealings with 
the retail sector. 

NCR finds it is being 
called to install ATMs in US 
locations that are far 
removed from traditional 
bank branches, such as 
bowling alleys and bar res- 
taurants. The largest growth 
generator for NCR ATM 
sales is the convenience 
store, typically a small oper- 
ation selling a wide range of 
produce attached to a petrol 
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data have been marketed 
relentlessly over the past 
five years. But wrt“ 
operations such as Visa 
rolling out these sxnartcanls 
on a global basis, the elec- 


purchase. 

US convenience store 
g roup Sou thland runs 17,000 
franchised convenience 
stores under the 7-Eleven 
banner. It estimates that SO 
per cent of customers who 
visit a store primarily to use 
the ATM will then make a 
small cash purchase. The 
presence of the ATM helps 
shift 7-Eleven's stock of 
cngHrc and soft d rinks . 

The economics of ATM 
ownership is changing, with 
US national ATM networks 
operated by Visa and Master- 
card removing a previous 
objection to surcharges on 
ATM transactions. This 
means that an ATM operator 
can use surcharges of 
between one and two dollars 
per transaction to justify the 
presence of an ATM in an 
obscure location. Suddenly, 
the ATM that is visited by a 
few hundred customers per 

month becomes a practical 
asset 

Gash and bank statements 
are no longer the sole prod- 
ucts of ATMs. The new wave 
of ATM sites are beginning 
to dispense other items that 
are easily printed. Wells 
Fargo Bank in the US sells 
postage stamps from 3,500 
ATMs. Just as the ATM 
located away from the bank 
branch allows customers to 
dodge long bank queues on a 
Friday lunchtime, the stamp- 
dispensing ATMs attract 
people too busy to queue at a 


Internet and printing-off 
movie tickets. 

This wave of new uses for 
a comparatively old technol- 
ogy is crossing the Atlantic. 
NCR supplies 90 per cent of 
Britain's ATMs. A Harris 
Research survey commis- 
sioned by NCR found 72 per 
cent of the 1.000 interviewees 
wanted services such as cin- 
ema, sports and airline tick- 
ets from their ATM network. 


A "drive-through” ATM 
of the type familiar in 
the US was unveiled 
near London's Heathrow Air- 
port in May. De La Rue, the 
UK company that supplies 
mechanisms inside 20 per 
cent of ATMs worldwide, 
sees this diversity the key to 
future sales. It now makes 
ATMs capable of dispensing 
travellers cheques. 

De La Rue now provides 
dedicated cash management 
software. This studies and 
responds to the flow of cash 
in an ATM network, 
attempting to minimise the 
frustrations caused by 
empty machines. Kevin 
Bond, a De La Rue ATM 
business manager, notes 
that cash continues to grow 
in signficance. "Consumers 
are looking for more easy 
access to cash.” 

Bank cards containing 
embedded computer chips 
that can be recharged with 


cards still need to load cash 
onto the card. And this guar- 
antees the ATM a bright 
future. 

The latest generation of 
ATMs are being designed in 
conjunction with smartcard 
networks. These machines 
will contain slots for insert- 
ing smartcards from differ- 
ent financial groups. NCR 
believes that upgrading 
ATMs for smartcards is not 
a technical challenge. And 
its current ATM product line 
is entirely smartcard -com- 
patible. 

If the smartcard revolution 
does materialise, the ATM A.- 
may appear in new guises. * 
Trials are taking place with 
telephone-sized devices 
linked to home PCs that 
allow the smartcard cus- 
tomer to charge up the cash 
content of his card without 
visiting a conventional ATM. 

These devices operate as 
personal ATMs, shrinking 
the function of the cash 
machine but effectively 
delivering the same service. 

The sheer utility of the 
ATM means technology is 
constantly adapting to 
exploit its ubiquity and ease 
of use. The basic ATM idea 
that began UTe to the late 
1960s has survived 30 years 
of revolutionary change in 
surrounding technologies 
and is being relaunched for 
the nest century. 


PAYING WITH PLASTIC • By Michael Dempsey 


Asia warms to smartcards 


More than 600m 
smartcards will be 
in circulation 
within five years, 
predicts Visa 


IMAGINE AN EMPLOYEE - WITH 
THE PRODUCTIVITY OF THREE. 


In ihe new millennium only those will succeed who manage to decisively increase their productivity - 

not just in quantity, but also in quality. 

Novell gives your people the means to unleash their potential to generate more value for your company, 

now and in the future. 


M arc Lassus is presi- 
dent of Gemplus. a 
$592m French com- 
pany that has just celebrated 
its tenth birthday. Despite 
his status. Mr Lassos does 
not sport an expensive tro- 
phy watch. He keeps track of 
the time with a S2Q Swatch. 
A thin metal band inside the 
face and a small gold square 
visible through the transpar- 
ent plastic casing are the 
only indications that this 
watch does more than tell 
the time. 

For Mr Lassus, It functions 
as a ski-pass, courtesy of the 
embedded microprocessor 
hidden behind the gold 
square. The metal band is an 
antenna that is recognised 
by sensors on his favourite 
slopes outside Salzburg. 

This Is the basic technol- 
ogy that is now behind an 
ambitious plan by Visa Inter- 
national to move its account 
holder base into the world of 
smartcards and electronic 
cash. 

Gemplus started in busi- 
ness making phonecards for 
France Telecom. Today, it 
claims to produce 40 per cent 
of the world's smartcards, 
installing chips that add 
functions to the basic plastic 
card that is the most tangi- 
ble evidence consumers pos- 
sess of their relationship 
with a bank. Gemplus manu- 
factures the multi-function 
smartcard launched in June 
by Visa and Standard Char- 
tered Bank. 

The Idea behind this inter- 
national venture is that con- 
sumers will be attracted to a 
growing range of services 
based on just one piece of 
plastic. 


SOLUTIONS 


Novell is the partner you can rely on to provide you with networking solutions that really work. 
Just imagine getting innovations, products, and services foster to the market. 

Imagine more and more satisfied customers. 

Imagine what communication, cooperation, ond coordination will do for the job satisfaction 
of your employees - and for the success of your business. 

With Novell its oil reality. 

Novell products like GroupWise”, Z.E.N. works", and Netscape* Servers lor NetWare* 

are true 2hi Century Solutions, providing you with the information management tools you deserve. 
If you want to find out more about the 21st Century Solutions from Novell, Novell partners, 
and Novell Professional Services, fust calf 01344 724 100, 
or visit the Internet http://www.noveil.com/uk 


Novell 


Embedded computer chips 
are nothing new. But the 
power available in the space 
of a thumbprint has grown 
exponentially over the pest 
decade. The production runs 
envisaged for this product, 
with Visa predicting some 
600m cards in circulation 
within five years, render 
unit costs negligible. And a 
recent development in IT. 
the Java programming lan- 
guage from Sun, the com- 
puter services giant, means 
the card can be adapted for 
new roles inside a very short 
time. 

Gemplus has manufactur- 
ing facilities at 12 sites 
around the world. Mr Lassus 
says this gives it the capac- 
ity to chum out 1.8m smart- 
cards a day. He cites the 
arrival of GSM mobile 
phones with a “swipe slat” 
for adding data to smart- 
cards, and experimental 
small domestic terminals 
that can link up to a PC and 
on to bank networks in 
order to load money on to 
smartcards as evidence that 
banks are on the threshold 
of a new era. 

Critical voices have been 
heard in the debate over the 
smartcard future, however. 
US group Forrester Research 
agrees that North America 
will see financial smartcards 
multiply dramatically: it 
estimates the number in cir- 
culation there will grow 
from last year's total of 
429,000 to 4.7m in 2001 Bat 
competing technical stan- 
dards, with Java going 
against the Multos system 
proclaimed by the Mondex 
electronic cash system, will 
act as a break on growth. 
Poor pilot performance 
and nagging technology 
issues will mean smartcards 
will not achieve eminence in 
the US until 2002, predicts 
Forrester. 

But in Asia it is a different 
story. Standard Chartered 


Bank’s Hong Kong, Singa- 
pore and Taiwan operations 
are participating in the Visa 
smartcard, with loyalty 
bonuses for cardholders. The 
card can be used inside a 
group of participating retail- 
ers and bonus points 
redeemed Instantly against 
fresb purchases. This is 
where the smartcard comes 
Into its awn, sweeping away 
the complexity of other loy- 
alty schemes such as airline 
frequent-flyer miles. 

Mr Lassus’s colleague, Tye 
Beng Hong, explains that 
smartcards entitling shop- 
pers to free parking at the 
flagship Singapore shopping 
mail, Takashimaya, are a big 
attraction to consumers. 
Singapore's DBS Bank has 
Issued 100.000 of these chip 
cards. 


A ndy Agnew, a finance 
sector consultant with 
Cap Gemini in Lon- 
don, confirms that south- 
east Asia is a powerful 
springboard for smartcards. 
“They don't have the same 
established Infrastructure as 
the US or Europe, so little 
has to change. In places such 
as SizQ’apare, they’re seat to 
be very interested in the 
take-up of technology." 

Mr Agnew cites the Hong 
Kong Transport Authority's 
u contactless" smartcard sys- 
tem. A smartcard! allows 
travellers to pass through 
metro station barriers with- 
out queuing to swipe their 
pass at a turnstile. 

Just like Mr Lassus* ski- 
psss, the Hong Kong cart is 
recognised by a sensor at the 
entrance to each station. 
Australia's ERG, a specialist 
In automatic fare collection, 
teamed up with IT consul- 
tants at James Martin & Co 
to devise this system, known 
as Octopus. 

Twenty tonnes of coins are 
taken out of the system 
every day by the cashless 


Octopus card, and holding^ 
the sums that travellers pay 
when charging up their card 
effectively transforms the 
Transport Authority into a 
bank. These kind erf hidden 
attributes make the smart- 
card revolution of great 
interest to financial institu- 
tions. 

De La Rue is a £790m UK 
company that is recording -16 
per cent growth at its £l43m 
card systems division, where 
Margaret Rice-Jones is direr- 
tor of development and mar- 
keting. It is supplying smart- 
cards for the Visa project. p 
but Ms Rice-Jones th inks T 
that the high-tech potential 
of the Java chip, with new 
applications Invented 
quickly and flashed down on 
to the card when it is docked 
at the right terminal, will 
take time to catch on. 

“There are specific func- 
tions about which people are 
happy and famfliir when it 
comes to using cards. The 
current products we sell 
smartcards for tend to be 
single applications, such as a 
point-of-sale card that can be 
used at different locations- 
within a group oT retailers op 
service providers." she adds: 
The promise of one bank 
card that holds personal 
financial data, registers free 
points when purchasing 
goods and uses those free 
points to let customers drive 
away without paying a park- 
ing fee, is becoming a reality 
through mass-produced 
chips and software innova- 
tions such as Java. 

Bto as Forrester Research 
cautions, the initial take-up 
in Asia needs to he carefully 
studied in order to devise 
products that are really , 
attractive to the mass of cotm 
sumers in western countries^ 

Standards for new genera- 
tion smartcards: riral camps 
need to work together - see 
report, page 15. 
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FT-IT DIRECTORY 


SANDERSON 
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M Fa* 01709 797 788 

HB E-Mail: SeanH@Sandorvon-cfat.co.uk „ 

?-? n< ^ rson .' s UK's premier supplier of IT services, and software with 
i ie*A ‘il ^l e United Kingdom, Ireland and operations in Australia, 
usa. New Zealand and East Asia. Sanderson has developed and owns 
an extensive portfolio of software packages for a wide range of 
industries and applications including: . 

Local Govemmant 
"«a*rin8 Industry Schools & Collates 

“^Mar**br>g & Mail Order FlM Management 

Airports 

financial Management 
Hoahhcara 

Muftimerffa & C8T Training 


Finance and Distribution 
Printing Industry . 

Media Industry 

QvdJt Management & Cofiectiona 


Logistics and Distribution 

Hotels 

Solicitors 

Billing and Customer Services 
insurance 
Police & Security 
Document Image Processing 


Geographical Coverage; international 


O SANDERSON 
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Solutions for 
Internet, Intranet 
and CD-ROM 

knowledceviewitd Publishing 


Knowledge View Limited has been building 
successful large scale Internet information 
systems for some years. We can help with; 

•Your information systems strategy *611114 
ypur dynamic corporate information centre 
o Provide database publishing systems for 
Internet, paper and CD-ROM • Publish the 
contents of your corporate databases for 

secure CD-ROM searching • Multi-Ungual 

solutions •Custom software development 
To find out more contact ns at 
TeL- 0181 399 9734 

eawilsapportAzMwiedgeviewxo.uk 

Web site; wwivJerunvledgeview.co.uk 
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Teh +44 (0)171 734 1012 
Campaign: 444 (0) 148 389 0202 


Iff! 


Please visit httpJAvww. 

globalresourdng.com 


We are committed to offering 
IT Professionals a service based on urgency, 
efficiency and attention to detail. 

Call Bahman Farzad, Group Manager 
direct on +44 (0)171 478 13©. 
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ITC infotech Ltd, based in Milton Keynes UK is in the 
business of Information Technology. The company has focused 
primarily . in software projects, bespoke software 
development, customisation and implementation of 
application packages, providing support and maintenance 
services to the financial services sector. 

ITC Infotech is the business partner of Computer Associates, Lotus and 
Oracle and provides software services to its international clients in Europe, 
America and the Far East. 

ITC Infotech has a subsidiary in USA and ISO 9000 certified software 
development factories in UK and Asia. 

Contact Details 




Shyamal Desai 

Td 

ITC Infotech Led. 

Pax 

1 18 Saxon Gate, 

E-Mail 

Milton Keynes, 

URL 

MK9 2DN.UK 



+44 (0) 1 908 230055 
+44(0)1908 695573 
hr@ltcmk.denion.coLuk 
hapVAvww.rcrinfbtech.com 


ZEDA specialise in SmartQutsourrrng™ - allowing 
cusrometsto selectively outsource areas of IT while 
adding value Id the process through ZEDA's business 
critical experience, business process expertise and 
supply of business relevant solutions. 

With over 20 years experience with financial 
services organisations. ZEDA has grown by providing 
customer satisfaction to the most discerning 
organisations in the sector like Pearl Assurance, 
Friends Provident, NatWest Bank arid Swiss Life. 

With business proven skills in Application 
management. Application development, Consultancy 
and selective FM, ZEDA may have the solution to 
your cunent IT requirements. 

Contact us for more information: 

Web Site: http//wwwJJOAxooik 
Email: infotBZEDA.cmdc 
Telephone: 01 15 922 001 1 
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Y2KSolHtions 

At ESL vn do not consist the milennlum to ba a proHeat at 
Ml. Wb look upon It u > major opportunay f« our costonners 
ts be Y2K compUant and gata a compadtta edge. 

Wb prep UK software company specialising exdusMy in 
Y 2 Kpro|artt 

We law majar, <fof» of the art fadlltias offshore and a 
oonsktereble pool of tatontad prufasaioneis oqwfoncid In al 
pCdforms inefotfing wart/rams Legacy and ROfiMS. 

Wb offar Y2K solutions which are high qiadty, Innovative, 
customised and cost-effective. 

So It the millennium bug Is your major issue, don't waste 
time, cal ImnedtatBly tor a bn mthare of our sanrlcas. 
we also sat rr PMFmamucMmm wro a 

COTUMBI BASE TO ACT Al DUR ASStRMIEI ■ THE UR 
AND DTHBI C00MTME8. 

Bn Wo System Ltd.. 

tattoo Knee, 49 Gaist Raad, Loedoe NW11 8L5 
Tli 01H 963 1701 Fn B1B1 K3 1711 


I :V 

Corporate Computer Consultants Limited 

Drtrvning quotin’ nwwftoen- fonued on <ht Financial Snvkxi Sector 

STOP! 

Don't rend this if you uc looking fi»r ea erdbniy 
tvnsnltnncjc Moot combIsmb rhugr she ennfc, ' 
nadwd yonr hnUm end rtByou wfant yon 
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who uademand your business ««h 
with the right roots, we can deliver a 
larger oryamsaDons Tor qosliry and 

more infnmcuioa you should coaucr 


Lee Batchelor or Joamr Cook. CCCL. IN Strartee Street. Mayfeii; London W1X 5FD 
Td 0171 546 8761 Fax 017) 546 8570 
Or 

Robert Bishop, CCCL 3 BBMteny Circle. Holbrook. NY 11741 
Td-BOl 5167386728 
WWW.C-CMopwerCousohante.com 
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COMMERCE 


bm SierJisp Commerce, tee, triih headqirertenr id Delia*, ie the woridV 
US leoding prorfrier of dertnmir cocnnterce (EC) software products and value- 
H actled serrirco. Thore bigUy rOTiplcm«aary oSrrinp» enufale corpamioo« W 
esnily and rewrely engage in bueineu-ta-bnaiaene elrrtmnie> 

N| rvmmunicorionB and emmartians by xatuniHiiag the entire EC cycle - final 
order plaremwil ro electranm paymeu. 

Sterling Commerce innwiplerely decbealerf to deliverinf; leading piorfnrta. servicvai. 
indiwuy mipettwe ami global support for bucinare-UHbiiameaa coomeite between 
elfvlrotiir irecUng commanities. Sierling Commerced euctamer bate includes a 
number of trading comm unitim ouch as the banking, unusanre. lelerommiiKaliom. 
mnnubrruring, retniUng nnd irannpoHatkm induMriea. 

The CONNECT family of mbast. eaidpriee-widr itata m maunicdw nn and eemirily software mlniiniss. automale. 
nianngr and sera re l be exchange of infermatidn ofmm lpe*I-and wide UN networiw. including ihr Intcroel ud 
corporate i tunnel*. CONNECT software aim provider tbe foundation for data warehousing, enterprise reroute 
mopstinf and other application* umpiring roliutt amerpriK rfata exchange. 

Finoncud iiwliuititw artamd die s«*H hare ebnaea (he CONNECT taoBy of pauhtcia hr be the baekbaae df their 
enterpria* dan exchange TEDIT) airwegyfor adraneed network infra* true lure, providing the reliability, 
performance. autoraatioA, integ^dtiba and security ihcy require ro manage data acTdwtfte ertleiprise and among 
bLnore parfocriL CONNECFl Duetf p«ruitte« die delivery of anrirm «itk«l dauraa daily breis fa many of the 
leadii^ [inanrial iiwtiluriooi* in theTiK. 

TbJinJml mere, rui/oor wiebalrtd: WWiTCRCOMNLCWI' ■ 

Tel: 0181 867 8000 fax: 0181 867 8001 Email: ukjnaitainge«m*i»n^ 

Sierfmg Commerce (CK) Li4. I Lrmgwnlk Road, ftoefifey Puk, Ukhd^e UB31 IPS 


Automated Stiftwor Testing: 
SS-^er Bulhrtar Technical • ■ 
jify>htmaFC? 

Vbu know the sory. testing is 40% of your 
i development or ctmvetsirqi project 
and you ut pushed to find the resources to complete 
the testing. Automated software testing fools could 
be the answer to your preyeo. but more often than 
noe, the tools are abandoned. The took are complex 
and not w simple aa you wimld like. 

1CT has been providing ptoject devdopmetu and 
testing solutions to our banking and finance cl rents 
for nearly 20 years. Id response to our sniggles with 
automated testing tools, we developed a simple 
testing method end sez of tools, which we call 
RadSta t 

RadStar wraps around the automaied testing roots 
and simplifies the technology. Anyone who coo use a 
spreadsheet has all the technical skills needed to use 
RadStar. 

RadStar b roccessftilty helping our ctiems in the UK 
and USA to meet their ’tear 2000. EMU 
Cliem'Seno-and internet testing requirements. 

1CT is pan of IMI Systems Inc. a S350raillkxo IT 
services company with 35 offices world-wide. ICT 
has operated m die UK for neariy 20 yesos and has 6 
offices- Loodon. Erfinborgh. Bristol. Bishops 
Stortford, Sl Albans and Chesser. 

So if you wow automated softcore resting to be 
simple please call us: 

Mark Vincent, ICT 

Solutions Dfrisiaii. Fountain Court, 

Victoria Square, St Albans, ALI 3TF. 

HU 01727 04745 Fh» 01 727 «4*»l 
E-mnH: solnrionsTSicLco.uk Web: www.lttJe.Bk 
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Crosby Bauer Meadowbaak, Fariong Road, 

Bourne End, Bucks SL8 5AJ l 

Tfcfc Q16ZSS5Q85Q 

Fta: 01628850243 _ 

email: gurdeep_romaaay@ia/&utnnxrMn 

wwwJufinlitiacom 


, - ntiAmam Is a loading provide of-oMeei oriented cfienibemr financial, burnan rexmuxes/peyrolL material* 

Wbfas Software^ highly scahbie tm^b u gores 
ot desfwxsd to help Upgrowth, ndimi ed u rpaaim meet tbrir bwbam cWWoge* by delivering euxpkreri 
buimiaihr osuof tednolcfdts on *o lBMASAWO and Micro** Wndw KT pbaformi. The company 
drfpms Mgtdy ftawrittal. eapno-rec mpfleatitw dor Integrate ri&ahrciy whbia modem rfiriribrned TT aRMiaaiaca. 
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Accounting & Business Software 

1 4 

Business Applications 

16 

Collections and Recoveries Software 

9 

E-Commerce Solutions 

14 c 

Qedranic Commerce Software and Services 

ts ; 

Industry Specific Solutions 

3 d 

(ntemet/futraietrcO-ROM 

2 T 

Kawffl^ -Fast Track ERP and Accounting Solutions E 1 e 

Network Security 

5 T 

Offshore Software Sendees 

7 c 

Software Testing Services and Toots 

13 l 

Specials! IT Recruitment 

4 t 

Systems Integration and ft Sendees 

10 « 

Yaar2K, Risk Solution Providers 

12 n 

Y2K Solutions 

11 

Zbda - SBaffOutsourcmo™ 
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RELAY BUSINESS SYSTEMS 
Revolutionising Business Methods Using E "Commerce 

(ncrodudng Sectronlc Ctenmeree kieo an organisation cut revoiuiionise the way Ie does business. Simply 1 
being able to sell products over the VSforkJ Wide V\feb can arm the smallest company into a global, 24 
fmure a <fay hrslness handing an enamtous quantity of ottffers.The Implications are. however, much wider 
than thb. By the new mWennhim, businesses wilt have to transform the way they communtcite. both 
Intemaffy and with the outside world, using Internet, Intranet and Ext ra net technologies, fat addition, 
customers wHI expect to have a personal relationship with their suppliers and Websites wlU have to 
change dynamlcaBy ts reflect each persons naqufranmes. 

Through Its commitment to java technology and strategic partnerships with leaiSng IT providers such as 
Sun hferosystems, Sanga Intemtionai Inc, the world leader fat component based Java applications, and 
Oracle, Relay Business Systems on independently evaluate. Integrate and implement the latest in proven 
rT solutions to aBow companies to implement E-Commerce throughout the corporate enterprise. 

The Institute of Directors - Relationship Co m merce In Action 

The Institute of Directors newNAfcb presence (htqx//www.todco«d(). developed by Retry, is an exceflent 
example of E- Commerce (n action. The (oOh I n v estm ent in 6-C o mmerce wilf transform the way ft 
operates, making more accessible to the business community, while providing a speedy and personal 

on-line service to members and non-members alike. As Andrew Main Wilson, Managing Director of the 
Institute of Directors En te rpri ses said: “We are sure that our newVfeb concept wW bring us even closer 
to our members and enable us to cater for their requests qindcly. Much of our work centres around 
supplying written infor ma tion, and we have identified the Internet as an Increasingly important way to 
provide this to our me m ber s ." 

The loD Wehstee marks the Introduction erf the Dynamo™ Relationship Commerce Suite into the UK 
market. Representing the most comprehe n sive and broadest suite of solutions for buBdlqg Relationship 
Commerce applications, the Dynamo ^ solution wil enable the loD to build a profile of each Website 
visitor by tracking their individual requirements and adoring the information provided accordingly. 

Brian Hobbs, Safes and Marketing Director of Relay Busbies Systems, comments: “VM* have supplied die 
foD with the technology to take ie Into the next millennium, facilitating hardware requirements and 
targeting Website visitors of the fotww.The cutting edge technofogy wBI enable die loD to targetWfebstce 
visitors with customised information relevant to their interests and create online rehtionships. which is 
essential In E-Commerte.We hsve supplied the loD with die very best Internet solutions, enabling it m 
cre ate strategies that will help hs Website stand out from the crowd." 

The Sun Java technofogy supplied to the loD provides It with the systems it needs to be highly 
competitive and allows it to dbcrAure consistent applications across the network. This is due to Java's 
true platform independence which breaks the fixed Bnks between application and operating system. 
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MOBILE COMMERCE * By Geoffrey Naim 


Vision of ‘an Internet with wings’ 


Millions of people who may never 
own a PC but who use - or hope to 
use - mobile phones, will still have 
access to new Internet services 


S urfing the World Wide 
Web using a mobile 
phone is today a frus- 
trating experience due to the 
technical limitations of cur- 
rent cellular networks and 
handsets. 

But the wireless industry 
hopes these issues will soon 
be conquered and its vision 
of an "Internet with wings” 
has triggered intense inter- 
est in bringing electronic 
commerce to the growing 
army of mobile users. 

Mobile commerce is the 
delivery of electronic com- 
merce capabilities direct to 
the consumer's mobile 
phone. The Global Mobile 
Commerce Forum, a not-for- 
profit industry body, pre- 
dicts 5m consumers will use 
mobile commerce within the 
next three years. 

Mobile commerce can turn 
file cellular phone into an 
electronic purse handling 
cash, loyalty points, tickets 
and identification. For the 
service company, mobile 
commerce will transform 
phones into "virtual retail 
outlets” in the pockets of 
their best customers. 

"We want to turn the 
mobile phone into something 
more than a device for 
talking,” says Mike Herman, 
who chairs a GMCF working 
group on market develop- 
ment and is mobile com- 
merce manager with Cellnet. 
the UK cellular operator. 
Intense competition is forc- 
ing operators such as Cetlnet 
to offer new services to an 
attempt bund customer loy- 
alty. 

Many mobile phone users 
switch between operators 
several times to take advan- 
tage of the latest offers and 
this “chum” can have a dra- 
matic impact on operators’ 
financial results. 

“Churn is our biggest 
problem, so customer loyalty 


is crucially important for 
Cellnet,” says Mr Herman. 
Cellnet is frying to boDd loy- 
alty by offering its custom- 
ers free text-based services 
using the Short Message Ser- 
vice (SMS) feature. 

As its name suggests, this 
allows mobile phone users to 
send and receive short text 
messages of up to 160 char 
actors that scroll across the 
phone's LCD screen. The UR 
operator recently introduced 
its Genie service, accessed 
via a special Internet site, 
that delivers tailored news 
or current share prices to a 
customer's Cellnet phone. 


content and advanced tele- 
phony services can be 
accessed on digital cellular 
phones, pagers and other 
wireless devices. 

A draft WAP standard has 
been drawn up to enable 
companies to offer compati- 
ble products and secure ser- 
vices, thas hopefully ensur- 
ing everyone works in the 
same direction. To make the 
dream come true, today's 
mobile phones will have to 
give way to more powerful 
devices with bigger displays 
and proper alphanumeric 
keyboards. 


The first multifunctional 
mobile products such as the 
Nokia Communicator, have 
had a mixed reception to the 
consumer market because of 
their bulk and weight - 
although the Communicator 
has fared better with profes- 
sional users. 

New products are emerg- 
ing that aim to achieve a 
better balance. Nokia's fol- 
low-on to the original Com- 
municator weighs less while 
Alcatel's stylus-operated One 
Touch Com combines the 
capabilities of a GSM phone, 
personal organiser and Inter- 


MIDDLEWARE • By Philip Manchester 


Ai 


nother Cellnet service 
allows customers who 
.have a Barclaycard 
credit card obtain statement 
and other information on the 
phone's screen. These ser- 
vices are offered free to 
existing customers and Mr 
Herman says the limitations 
of SMS mean most cellular 
operators today view offer- 
ing SMS services as a way of 
building customer loyalty 
rather than a business 
opportunity to its own tight 

Brokat, a German software 
company, believes SMS can 
be developed much further 
to support sophisticated val- 
ue-added applications that 
do generate revenue. 

“One of the fastest grow- 
ing markets is providing ser- 
vices using SMS,” says Phil 
Brown, the UK managing 
director of Brokat. which 
has developed one of the 
first truly interactive mobile 
banking applications for cel- 
lular phones. 

“All existing services just 
push information out to the 
user, so there is no real secu- 
rity risk." he says. 

Brokat’s X-SMS Banking 
service, unveiled in April, 
claims to go beyond this by 
providing the security fea- 


A key issue for business 


Middleware software can unlock 


tures to allow users to 
authorise transactions by 
typing instructions on the 
phone’s keypad. 

Users are allowed access 
to records and banking pro- 
cesses via electronic signa- 
tures stored in a new genera- 
tion of "SIM2” cards. These 
are more sophisticated that 
the SIM cards currently used 
to activate mobile phones, 
which only store basic sub- 
scriber data. The applica- 
tions sits on the SIM card 
and transactions are carried 
out by accessing a screen- 
based menu for filling out 
transfer details or requesting 
information. 

By keying in a PIN as con- 
firmation, customers can 
authorise secure payments 
or transfers to other 
accounts, pay bills or check 
their balance. 

Applications such as this 
are helping to lay the foun- 
dations for the mobile com- 
merce era and bringing elec- valuable data assets and provide 

Ironic commence to a an „ , , r . 

untapped market: the mil- flexible access tO new DUSUieSS 
lions of consumers who are 
unlikely to ever own a PC 
but do - or soon wifi - have 
a mobile phone. 

“to Britain, 24 out of 2S 
households do not have the 
means to access online ser- 
vices.” says Douglas Wright, 
marketing manager with 
Syntegra. the consultancy 
arm of UK carrier BT, which 
is talking to several UK 
banks about mobile com- 
merce. 

Most banks already offer 
Internet banking but 
because of today’s low PC 
penetration rates, they can 
only scratch the surface of 
the potential market Sophis- 
ticated and secure mobile 
Internet services would 
enable them to reach the 
much bigger market of 
phone owners. 

To achieve this, more 
work needs to be done on 
converging Internet and 
wireless standards to sup- 
port mobile commerce. One 
initiative is the Wireless 
Application Protocol (WAP), 
which specifies how Internet 


net email client. 

The final piece in the 
mobile commerce puzzle is 
higher bandwidth. Surfing 
the Internet today with a 
mobile phone is painfully 
slow, although there . are 
ways to boost the speed of 
websites aimed at mobile 
users. 

Nevertheless, analysts 
believe mobile commerce 
will struggle to become a 
mass-market phenomenon 
until the arrival of higher 
speed third generation cellu- 
lar networks, predicted for 
3003. 



New mobBe phone systems have the potential to bftaig electronic 
commerce to an untapped market of mfflons of consumers 
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services and legacy systems 
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CHEQUE PROCESSING • By Tom Foremski 


Online images will 
help reduce fraud 


Digital images 
aim to cut back 
the flow of paper 
in payment 
systems 


M 


uch has been 
written about the 
coming age of 
digital money, which will 
cut out cheque processing 
costs and make It easier for 
people to purchase a wide 
range of products and 
services, especially online. 
But paper cheques still 
remain the dominant form 
of payment in many places 
around the world. 

This is especially true to 
the US which accounts for 
about 80 per cent of the 
world’s cheque processing - 
its financial institutes 
handle 60bn cheques a year, 
to Europe, France is the 
largest cheque-using nation, 
with more than 6bn 
cheques are written every’ 
year. 

But cheque processing is 
tor from simple: until the 
1950s, cheques were 
processed manually, a 
time-consuming, expensive 
process. The big 
breakthrough came with 
the Magnetic Ink Character 
Recognition. (MICE) 
standard in 1956 - with 
magnetic ink-encoded 
cheques, It became possible 
to automate cheque 
processing with ma c hin e 
readers that could handle 
data input tasks. 

More recent advances 
include intelligent pattern 
recognition for cheques, 
known as "courtesy amount 
recognition" (Car) systems 
which process more than 
30.000 cheques per hour. 
These systems cut back 
even further on expensive 
human involvement, and 
since their first 
introduction about two 
years ago, the Car systems 
have been improving their 
recognition rates and the 
numbers of cheques they 
can handle per hour. 

A key challenge Caring 
Car systems is that they 
rely on creating a digital 
i mag e of the cheque and 
then applying sophisticated 
image recognition systems 
to analyse the monetary 
amount written on the 
cheque. This requires 
significant amounts of data 
storage capacity and tost 
computer systems. 

Newer generations of Gar 


systems, go beyond a simple 
black and white image of 
the cheque and use gray 
scale images, which offer 
more image information but 
also drive up the size of the 
image file and make the 
image more complex to 
analyse. But these extra 
system costs can be offset 
by higher rates of accurate 
recognition and a further 
reduction to human 
involvement. 

So far. Car systems have 
not been widely adopted, 
but leading supplier Unisys, 
the information systems 
company, is making 
headway with high profile 
customers. One of the first 
grey-scale cheque 
processing systems in 
Britain was installed by 
Unisys at Midland Bank last 
year. 

Unisys has announced a 
deal with Barclays Bank 
with an interesting twist 
that could boost demand for 
these systems. Barclays 
plans to offer a service 
called Image Pay allowing 
customers to view cheque 
images online and enabling 
those who issue many 
cheques to quickly 
authorise payments. The 
system will also cut back on 
fraudulent cheque scams. 


W! 


’ ith ImagePay, 
Unisys' systems 
quickly capture 
the image of a cheque 
presented through the 
clearing system against a 
file of cheques that have 
been issued to a customer. 

If a match is made, the 
cheque is cleared and 
business customers can 
quickly receive a report 
that can be integrated into 
their accounting system, 
allowing them to more 
quickly reconcile the 
payment against their 
account payable ledgers. 

Barclays will also offer 
the cheque Images on a CD 
Rom disk, which can store 
thousands of cheque images 
and provide a compact 
archival format. 

A key part of ImagePay Is 
that Barclays can quickly 
alert customers if it finds 
unmatched cheques, and 
can request that they 
instruct the bank whether 
those payments should be 
paid or not. by mid-day of 
the same day. 

“ImagePay is an essential 
tool to electronically 
reconcile paper-based 


payments using the latest 
technologies. It provides 
opportunities to reduce 
administration costs, 
enabling staff resources to 
be used more effectively," 
said James Witktos, - 
managing director of 
Barclays' payments and 
cash management services. 

Unisys’ goal with its 
cheque processing systems 
is to be able to remove the 
flow of paper entirely from 
payment processing 
systems through digital 
images, using 
software-based expert 

systems that can “read” 
cheques and pass the 
information on to IT 
systems that quickly 
balance and reconcile 
payments. 

Cheques are useful 
payment tools - but for 
certain types of purchases, 
credit cards have been the 
preferred payment method, 
especially In taking sales 
order over the phone or for 
online commerce web sites. 
But with tor more people 
having cheque books 
compared frith owning 
credit cards, allowing 
people to use cheques for 
phone or online purchases 
makes sense and can boost 
sales. 

Cybercash, for example, 
offers a service called 
PayNow which allows a 
user to write an on-screen 
cheque that becomes an 
electronic cheque and can 
quickly be processed. 

A similar service called 

CheckMerchant allows 
merchants to accept checks 
over the telephone or 
online. The customer 
provides the merchant with 
bank information found on 
their cheque. Information is 
entered into the 
CheckMerchant application 
which then prints out a 
legal cheque, ready for 
deposit 

This process is entirely 
"legal" even though the 
cheque does not have a 
signature, because the 
customer has given verbal 
or written 

pre-authorisation. There 
are, however, regional 
restrictions depending upon 
local banking regulations. 

For the retailer, accepting 
cheque information aver 
the phone is cheapo: than 
setting up a credit card 
account and the cheques 
are processed Just as any 
other cheque. 


I i nan rial organisations 
have long been to the 
front line of IT devel- 
opment Since the early days 
of mainframe batch process- 
ing, through the online revo- 
lution of the 1970s to the use 
of the PC to corporate IT to 

the 1980 s, hanks , insurants 

companies, building societies 
- not to mention money and 
stock market traders - have 
led the way in innovative 
use of IT. 

The same still holds true 
to the J990s. Financial insti- 
tutions are turning to mid- 
dleware technology - a layer 
of software and services that 
sits at the centre of modem 
IT development - to meet a 
host of new challenges. 

Established financial insti- 
tutions are beset with busi- 
ness challenges on all sides. 
They face competition from 
new entrants in their tradi- 
tional markets, the effects of 
deregulation and globalisa- 
tion. At the same time, 
advances to technology and 
the shift to electronic com- 
merce increase competitive 
pressures and demand fur- 
ther investment. 

Despite the challenges, 
established financial institu- 
tions have valuable assets 
and an arsenal of useful 
technology to deploy in 
defence of their market posi- 
tion. The three most impor- 
tant assets are the data, the 
data structures and the pro- 
cesses stored to their legacy 
systems. 

Middleware can unlock 
these valuable assets. Sitting 


between the front-end appli- 
cations that deal with the 
customers - a Web page for 
example - and operational 
applications, middleware 
gives flexible access to new 
services and to legacy 
systems. It bridges the gap 
between a demand for mar- 
ket-sensitive applications 
and the trled-and-tested 
back-end technology. 

“Like many business sec- 
tors in the 1990s, financial 
services organisations need 
technology to integrate their 
business,” says Alfred Spec- 
tor, general manager of 
IBM’s worldwide transaction 
systems business. “These 
companies are dealing with 
a constantly-changing busi- 
ness environment - new 
technologies, mergers and 
acquisitions - and they still 
need to maintain their com- 
petitive edge. Middleware 
technology can do this,” 

The Internet - and its abil- 
ity to give open access - 
“has had an enormous 
impact on financial services 
organisations and the way 
they deal with their custom- 
ers,” he adds. 

“The point of data capture 
has shifted, instwad of a few 
thousand internal workers 
using the databases, there 
are hundreds of thousands 
customers with access. They 
cannot be trained like inter- 
nal staff, so the front-end 
systems must be easy to use 
and give the organisation a 
coherent image. 

Middleware technology is 
tbe way to build the link 



Stave Greggs of Candle 
Corporation: as financial 
companies face frequent 
changes in softwwe 
a pplications, the situation cries 
out for mfcM iwn to supply 
the Infrastructure and Mopate 
appBafijoos 1 

between the point of data 
capture and the legacy data- 
bases. he says. 

Organisations such as 
Charles Schwab with its 
Internet-based trading sys- 
tem. or Fidelity Investments, 
have demonstrated how mid- 
dleware can help them put 
market-leading applications 
together quickly. 

Middleware comes in vari- 
ous forms. At its simplest, it 
can link a PC to a database 
to carry out simplex queries 
and information retrieval. At 
its most complex, it can pro- 
vide the equivalent of a tele- 


phone system - distributing 
messages between different 
computers wi thin the scope 
of an application. 

Typically, middleware 
enables transactions to be 
f-barmpiipd from a fttmt-end 
data capture application - a 
Web browser on a PC, for 
example, to a back-end pro- 
cess. 

In application develop- 
ment middleware technology 
can act as an insulating 
layer between the main com- 
ponents of an application - 
usually, a Web page, a busi- 
ness process and a back end 
database. This makes it 
easier to upgrade or add fea- 
tures to any of the compo- 
nents without effecting the 
others. 

The shelf-life of applica- 
tions is shrinking and the 
time-to-market is so tight 
that you need a new applica- 
tion every couple of months, 
says Steve Craggs, vice pres- 
ident of the application solu- 
tions group at the US 
systems software company. 
Candle. “Most of the pro- 
cesses are still the same - 
with just a small part of the 
application changing, per- 
haps. But it cries out for 
middleware to supply the 
infrastructure and integrate 
applications." 

“If you look at the finance 
sector and see who is inter- 
ested to middleware, there 
are identifiable groups and 
their problems are all about 
application integration,” he 
adds. 

Companies trying to pick 
up the IT pieces following a 
merger or acquisition, those 
involved to front office/back 
office integration and those 
working to comply with new 
regulations all face integra- 


tion problems, explains Mr 


Not everyone is convinced, 
however. Mr Craggs says 
that the technology of mid- 
dleware is hard to sell; “You 
have to talk about business 
services and the direct bene- 
fits that can be gained from 
a having a more flexible 
Infrastructure and the tools 
to manage ft." 

There Is, however, a lV 
strong case for middleware's™' 
contribution to easing the 
burdens of IT management 

“It makes it much easier 
to manage because you get 
rid of the ‘spaghetti' connec- 
tions. If an international 
bank or an insurance com- 
pany wants to connect to a 
new service it can introduce 
it quickly with middleware - 
regardless of regional or 
national peculiarities, say, 
such as BACS in the UK." 
explains Grahame Tweddle, 
western European managing 
director at Mbit Communica- 
tions. a middleware special- 
ist based to Israel. 

“When you are sending 
billions of dollars-worth of 
transactions through a net-ty 
work, you need to be able to 
manage it tightly - you can’t 
afford to lose or duplicate a. - 
single transaction. Middle- 
ware gives you straight- 
through processing and 
much less complexity." 

Clearly, middleware offers 
beleaguered financial organi- 
sations a tool to build a flexi- 
ble IT infrastructure for the 
future. It is no surprise that, 
after the year 2000 computer 
date issue and the introduc- 
tion of the euro cuurency, 
installing middleware is 
rated as the most important 
technology issue across busi- 
ness. 


FINANCIAL RISK MANAGEMENT • By Mark Vernon 


Ways to enhance the business 


The rise of raw computing power and 
better system integration means that 
financial analysis can be carried out 
with consistency across the enterprise 


I he difference between 
old-style and modem 
finan cial risk manage- 
ment can be likened to the 
difference between flying a 
Boeing 747 and an F16 
fighter. The jumbo jet is 
aerodynamic and even if you 
turned off the engines, it 
would continue to fly - at 
least for a while. 

Similarly, old-style risk 
management assumed the 
business would basically 
keep going, with its role 
being as an adjunct to audit- 
ing and the setting of limits 
on positions. 

The F16. on the other 
band, is relatively unstable 
in the air and requires the 
constant and instant adjust- 
ments of flight computers if 
ft is not to crash. The reason 
the FI 6 is designed in this 
way Is that it gives the pilot 
infinitely more manoeuvra- 
bility in the skies. And the 
parallel here with modem 
risk management follows 
precisely the same reason- 
ing. 

An Increased reliance on 
computers, it is argued, pro- 
vides the flexibility a firm 
needs to compete success- 
fully in the fast-moving, con- 
temporary marketplace. The 
question asked is: why travel 
at 50 miles an hour in a 70 
mile an hour zone, if you can 
do so safely? 

The key to building such 
high performance risk man- 
agement capabilities is 
found with information, 
though Ihe effort required to 
collate disparate data from 
across the enterprise, and 
then render it comprehensi- 
ble for risk analysis. Is sub- 
stantial 

"Many attempts have been 
made in addressing data 
Integration through the 
implementation of socalled 
‘firm-wide’ management 
systems.” says Andy 
Bradford, director of consult- 
ing at Elmbridge Risk Man- 


I 


agement 

"However, such compro- 
mising solutions from risk 
tool suppliers were much too 
proprietary to provide a 
common solution for multi- 
ple analyses and often too 
heavily oriented towards the 
front-office dealing opera- 
tion,” 

The problems of integra- 
tion can, however, increas- 
ingly be overcome with 
today's technology. For 
example, in an effort to 
improve the quality of its 
risk reports, ABN Amro has 
developed a dyta warehouse, 
built by Asset Control, the 
prime purpose of which was 
simply to assemble and 
cleanse data. 

“This has led to a 70 per 
cent lowering of the value at 
risk, allowing a tighter allo- 
cation of capital,'’ says Nor- 
bert Bonn, a senior consul- 
tant working at the bank. 

Another important factor, 
practically deliverable now. 
is raw computing power. A 
bank modelling its exposure 
on a Monte Carlo basis, for 
example, which assumes not 
that the market can be 
solved but that as many sce- 
narios as possible need to be 
anticipated, can often be 
simultaneously handling 
several hundred thousand 
positions. 

What is more, this must 
crucially can be calculated 
to real-time, if. for example, 
the demands of the Capital 
Adequacy Directive are to be 
met. But being able to 
deliver such Information rel- 
atively cheaply has had a 
cultural impact, too. 

Formerly, the technology 
worked In the interests of 
the professional risk man- 
ager who could, in effect, 
keep the knowledge to them- 
selves, so that only they 
really understood the num- 
bers that they produced, 
says Hal Hovlaad. an execu- 
tive director at Financial 


Objects. 

“However, mathematical 
models can now be auto- 
mated and simplified for 
everyone to use. thereby 
making the information 
available to whoever needs 
it,” be adds 

This also brings the advan- 
tage of analysis being car- 
ried out with consistency 
across the enterprise, essen- 
tial if risk information is to 
be useful. This was recog- 
nised by Barclays which, fol- 
lowing the last recession, 
acknowledged that ft had to 
change Its approach to credit 
risk management. 

The point Is not to minim- 
ise risk but to understand 
the trade-off between risk 
and reward and then ensure 
that the group is properly 
compensated for the risks it 
takes. 

An effective portfolio man- 
agement strategy to deliver 
this meant actively manag- 
ing risk from the centre. 
Barclays worked with White- 
Light to develop a new appli- 
cation known as the Group 
Portfolio Management Sys- 
tem , (GPMS). 

“Although we are working 
with very large data sets. 


WhiteLight gives us the abil- 
ity to analyse credit portfo- 
lios across multiple dimen- 
sions and yet still drill down 
to account level information 
within one model,” reports 
Kim PateL research manager 
for the GPMS project 
“WhiteLight also allows us 
to adapt GPMS models 
quickly in response to new 
business requirements. The 
end-result is a very flexible 
modelling environment 
which facilitates better-in- 
formed decision-making.” 
This last comment picks 
up on another important 
trend in the financial 
marketplace, the broadening 
of the product Interests of 
organisations. And ft is for 
this reason that risk man- 
agement is Increasingly 
being regarded not just as a 
“plumbing” Issue, handled 
by that corporate irritant, 
the compliance department, 
but as an opportunity for 
business enhancement, 
attracting attention from the 
board level down. 

“As a tool to gain competi- 
tive edge with regard to cli- 
ent sales, the most attractive 
parts of the risk manage- 
ment market today Is found 


at the high end - for exam- 
ple. with large corporations 
that are active to financial 
markets,” explains Mik* 
Mathias, head of consul tin 
securities and capital mar- 
kets division at IBM. 

In this arena, risk tools 
are. in effect, being pushed 
out to the clients, so that 
they cap do the analysis of 
portfolios of complex trades 
or calculate the value of 
options. This will help the 
corporate treasurer decide 
what to do. He can then call 
the bank to execute tbe 
trade, says Mr Mathias. 

“This changes the relation- 
ship between the two par- 
ties, with the power moving 
out of the bank, so that - in. 
a sense - it is increasingly! 
taking only an advisory 
role,” he says. 

This kind of service is 
finding increased deploy- 
ment, with the ubiquity of 
the Internet, with the only 
significant piece missing 
being the automatic execu- 
tion of the trade, dependent 
upon 128-bit security. 

With that not far away, 
however, the risk manage- 
ment circle could find itself 
completed. 
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Videoconference £ 
system brings big 
savings for bank 


The Royal Bank of Scotland, 
which holds up to 8,600 hours 
erf m eeti ngs a year between 
EeSnburgh and Hs tflvisions 
throughout the UK and 
abroad, estimates that ft 
saves as much as £70,000 a 
month, mainly due to 
reductions in trawl. 

The bank operate s wHh 
British Telecom’s 
videoconferencing systems 
over a Philips cfigttal PABX 
network, with four studios in 1 
London, three in London, one 
hi Manchester, as waB as 30 
other desktop systems In 
non-centraBsed regional 
offices. It also has finks with 
associated companies across 
Europe and the US. 
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SOFTWARE 




Software developers 
face a difficult 
eurozone chall 

Accounting systems are increasingly working with 
separate financial management software, but the euro 
currency and year 2000 computer date issues are holdi g 
back Web integration, reports Rod Newing 




S oftware accounting 
systems have always 
been strong at carrying 
out their primary task of 
recording transactions. How- 
ever. they have traditionally 
been much weaker at provid- 
ing management informa- 
tion and reporting, resulting 
in many companies re-key- 
ing their monthly balances 
from their accounting 
systems into spreadsheets, 
which allow them to manip- 
ulate, analyse and report the 
figures in any way they 
want to. 

The accounting system 
vendors have all improved 
their own report-writing 
functionality, as well as 
integrating third party prod- 
ucts to provide additional 
functionality. However, a 
trend is clearly emerging to 
divide the tasks of recording 
transactions and reporting 
between different specialist 
software. 

Many organisations are 
choosing to restrict the use 
of their new accounting 
packages to executing trans- 
actions. They are transfer- 
ring the resulting informa- 
tion into a purpose-designed 
software package for report- 
ing and analysis. These are 
much more powerful and 

easier to ariministpr than a 

spreadsheet, yet they fre- 
quently retain the spread- 
sheet as one of several inter- 
faces to the data. 

In this way, British Air- 
ways is using its new Walker 
Tamaris general ledger sys- 
tem is conjunction with 
Arbor's Essbase multi-di- 
mensional online analytical 
processing (Olap) server. 
Ethyl Corporation chose to 
export data from its new 
SAP R3 package into a 
Microsoft SQL Server data 
warehouse, from which 
reporting is carried out 
using Cognos Impromptu 
report writer and PowerPlay 
OLAP tooL 

“Most ledger vendors are 



Software 
at work 

Focus on 

accounting 

systems 


trying to convince people 
that they can produce all the 
reports they need, them- 
selves.*' says Nigel Pendse, 
lead author of “The Olap 
Report" (see website hap: If 
www. business-int elli- 
gence.co.uk). 

“However. I don’t think 
they understand analytical 
applications. Just as the Olap 
vendors don’t understand 
transaction processing.” 


O 


ne of the big advan- 
tages of this 

approach is that 
Olap tools are extremely 
flexible. They are excellent 
for reporting and include 
powerful analysis and chart- 
ing capability. They can also 
be used for financial cansoli-. 
datum within groups of com- 
panies, as well as for plan- 
ning budgeting and 

forecasttag. 

The use of a single Olap 
tool provides an ideal solu- 
tion for integrated financial 
management, as well as 
allowing operational and 
marketing data to be inte- 


grated. As well as PuwePlay 
and Essbase, Applix TMI. 
Hyperion, Oracle Express, 
Timeline and SAS ar also 
popular with accountants 
and there is a range o prod- 
ucts from the tradttonal 
decision support vendors. 
Cognos has been string in 
this area, haring resale 
agreements for its ’awer- 
Play product with Baan, 
Coda, Dillon Techmlogies, 
Hyperion, JD Ecwards. 
MDIS. Oracle, PeoJeSoft, 
QSP. SAP, System Union 
and Tetra. 

There will be a fcg boost 
in this area when Microsoft 
introduces SQL Sever 7.0. 
the next version of its rela- 
tional database, Wiich will 
include Microsc/t Olap 
Server. This will povide rel- 
atively cheap Olapfun ration- 
ality and most vndors of 
reporting and anaysis tools 
are porting their poducts to 
act as clients. 

Mr Pendse seesthe recent 
merger of Arbor and Hype- 
rion as a defenive move. 
“Olap Server u 20 times 
cheaper than Kh gwsp and. in 
some ways, bettr.” be says. 

Researchers atthe Gartner 
Group agree wfc the need 
to integrate fijjinciaJ and 
non-financiai irormation to 
obtain bettei reporting. 
“Many computes have 
installed ne/ financial 
systems and ae not getting 
value because they cannot 
get informatin out," says 
Elizabeth Mila, research 
director. “Orgnisatians also 
need performance bench- 
marking and letter business 
metrics, not just financial 
transactions. 

As the yee 2000 “window" 
is closing. Is Mails points 
oat that aslow-down has 
started In he general led- 
gers’ marke “Although SAP 
continues to grow, the 
growth rate of Oracle, Peo- 
pleSoft ad Baan have 
reduced,” he claims. “They 
will therfore seek growth 


from newer applications, 
such as analytical, budget- 
ing and planning applica- 
tions that are more strategic 
and less tactical" 

Most of the accounting 
system vendors have com- 
pleted their year 20 00 
updates. However, some 
users are having problems 
with their upgrades because 
of the need to also upgrade 
databases, operating systems 
and hardware. 

The developers have also 
bad to deal with the 1 euro, 
which comes legal tender on 
January L 1 999, and is fol- 
lowed by a three-year con- 
version phase. Organisations 
within - and trading with - 
the euro area need to be able 
to handle the complex “tri- 
angulation" rules for conver- 
sion between national cur- 
rency through the euro. 

At some time during the 
conversion period, busi- 
nesses and other 1 organisa- 
tions within the euro coun- 
tries must convert their 
accounting data to the new 
currency, including all their 
historical transactions. 
■“Writing the software utili- 
ties needed to do this is 
causing problems.” says 
Dennis Keeling, an indepen- 
dent software analyst “The 
vendors must meet the fis- 
cal, legal and audit require- 
ments of each of the eleven 



Euro trial in Italy: Renza Renzi displays euro notes made available in local banks in two Tuscan towns. Resole and Pontasskn/e. Euros 
worth L750tn (5440,000) were put faito circulation n what was described as the most extensive Italian trial o 1 the new currency. However, 
all the notes have disappeared, reportedly swept up by eoflectors. Pictured in Vie background is Recole's medieval befl tower *J- 


counties." 

However, these require- 
ment vary - and legislation 
may not be completed until 
2000. “Another problem is 
that the systems may need 
to shut down for 1-3 days 
whilst converting historical 
transactions, which is a sig- 
nificant computing feat." he 
adds. 


Because of the need to 
focus on the euro, extending 
the reach of accounting 
systems to the Web is more 
advanced in the US than 
Europe. “The software ven- 
dors were surprised at the 
difficulty of implementing 
Internet technology," says 
Ms Malls. Some suppliers, 
especially PeopleSoft. have 


had to rc-aichitect their soft- 
ware to move much of the 
processiog away from the 
desktop PC to the server, she 
adds. 

Mr Keeling, who has been 
a critic of Internet technol- 
ogy in the past, is impress**! 
by recently released version 
IIjQ of Oracle Financials. “I 
applaud the Oracle Java 


applet viewer." he says. 
"Rather than being a Win- 
dows or character-based 
interface, it is network-cen- 
tric. Products that take 
advantage of this type of 
architecture are more scalea- 
blo and easier to manage, 
because everything is on a 
server - although it needs to 
be a big one!” 


ACCOUNTING SOFTWARE GOES GLOBAL • By George Black 


A race to internationalise 


The arrival of the 
euro is likely to 
accelerate the 
trend towards 
international 
software 


Ai 




A capital war 
with money 


Forecasting software helps banks 
maximise returns and offer 
competitive prices because they 
know how much each loan costs 


H ow do yon improve 
return on capital if 
your business is a 
targe commercial bank? 
That is the question that 
faced Greenwich NatWest. 
the global debt markets arm 
of National "Westminster 
Bank. It has found the 
answer in forecasting soft- 
ware. 

Now, when staff at Green- 
wich NatWest put together 
a loan, they can see bow 
profitable it will be for the 
bank. Once they have 
entered the client’s data, 
the software from London- 
based Interactive Forecast- 
ing flfi. makes it easy to 
run through different sce- 
narios- , 

For example, the loan 

could be structural so that 
larger repayments are made 
in years four and five of a 
capital project, such as 
building a power station. Or 
the debt funding could be 
raised partly in bonds. Or 
Greenwich NatWest could 
underwrite the loan and 
bring in other banks. 

Greenwich NatWest s cri- 
teria for loans has been 
built into the software, so 
that deal originators can 
see at a glance whether the 
loan they are about to pro- 
pose win meet them. If not. 


percentages for types of 
debt are included, too. 

The bank used to use 
basic yield calculation soft- 
ware to help it make deci- 
sions about debt. But it 
decided to look outside for 
another solution for several 
reasons. 

First, it wanted a dedi- 
cated information technol- 
ogy resource. Second, It 
wanted someone to take a 
fresh look at its require- 
ments and not just produce 
software that did things the 
way it had always done. 

The software is based on 
Ifs forecasting modules, but 
has been customised for 
Greenwich NatWest under a 
sole licence. Mr Savage 
says: “We looked at some 
off-the-shelf products bat 


“If he client wants to 
structure the loan differ- 
ently once the data has 
beenmtered, it takes min- 
utes not hours - to show 
howi different debt struc- 
turewould look.” says Ms 
Mirim Hehir, assistant 
dtretor, structured finance. 
“Ujto is different tranches 
of doan can be viewed sep- 
an&Iy or combined to give 
a agle view." 

nother benefit of tbe 
syem. says Ms Hehir, “is 
be* use so many of Green- 
wfc NatWest’s criteria are 
tnlt-in, so it takes us much 
lei time to check deal orig- 
irtors’ models." 

The chance of errors 
bing made in models is 
mch lower, and any that 
as made are much easier 
t detect. 

“You can quickly see 
fcen a strange and 
uusual spike occurs in a 
rapb,” adds Ms Hehir. 
?rom there, it is easy to 
rill down to the underlying 


they couldn’t handle the 
level of complexity we ■ ata and correct JL 
needed. The cost of the If The system is designed to 
system was in the tens .of andle multiple currencies, 
thousands plus the licence he exchange rate for, say, 
fee, but we feel we got value he dollar is programmed in 
for money/* lentrally and cannot be 

:hanged by deal teams, 
number of deal teens rhis means that every dol- 
within the bank have lar-based debt proposal is 

.already started to use based on the same 

the software on live pro- exchange rate, so a deal 
ieets. Mr Savage feels it '‘cannot be made to look 
helps Greenwich offer abet’ sweeter" by putting in a 
ter service to clients. '« :• rate of two dollars to the 
“Sales people no longer pound. 

build, complex The software will be 


a: 


show bow have to build complex me souware wiu u« 
or spreadshe<^when struct® . 


raucil S^LdS^ so^tbey toff loans," be says. “Nov deal teams during June and 
“ co “ e the loan they can enter the data tab is also being used to om or 

can try structuring Excel-based forms and the' two other areas of NatWest 

in a different way- promoted for all th such as acquisition finance. 

ware are the capirm ^ ^ a lo0 imise otir returns and offer 

quacy ndes tor on * package can be put togethi competitive prices because 

Sr m °Jch ' ^ b°°"> 

must keep in Its reserves 
for each type of loan. Steve 
Savage. director “‘“5 
sheet management at 
Greenwich NatWest. says 
the bank aims to ha^abai- 
anced portfolio of different 
^ofloans and its target 


several days. On top of th, 
with just a few clicks of tr 
mouse, deal teams can p b 
duce charts and graphs 0 
illustrate their proposal 
or turn these back bo 
their underlying tables^ 
figures. 


we know how much each 
loan is costing," says Mr 
Savage. All proposals are 
based on common criteria 
and credit ratings, not on 
individual spreadsheets, 
and even tbe cost of differ- 
ent deal teams is pro- 
grammed into the system. 


ccounting software is 
rapidly becoming 
internationalised as 
business becomes more 
global and developers seek 
broader markets. 

The trend first became 
apparent in the late 1980s 
and in this decade has gath- 
ered pace. 

Through the 1990s. the top 
end of the market bas been 
pushed towards internation- 
alisation by leading vendors 
such as SAP. System Soft- 
ware Associates (SSA) and 
JD Edwards. 

They have convinced most 
of the largest multinationals 
that it makes sense to stan- 
dardise on software products 
which can handle their busi- 
ness requirements all round 
the world. 

At the same time, the mid- 
dle of tbe market, compris- 
ing a much larger number of 
medium -sized companies and 
their systems suppliers, has 
been moving in the same 
direction. Most companies 
which trade internationally 
still run different accounting 
systems in each country - 
but many want to change 
that. 

The trend has also created 
a East expanding market for 
mid-range accounting soft- 
ware developers such as 
Scala, Na vision, Agresso and 
Systems Union. 

Even at the lower end of 
the market, where software 
has usually been designed 
for small businesses with no 
Internationa] involvement, a 
few products aimed at users 
across borders such as Intu- 
it's Quicken and Microsoft's 
Money have become popular. 

“Without a shadow of a 
doubt, the market is now 
headed towards internation- 
alisation," concludes John 
Tate, a director of the soft- 


ware consultancy, Tate Bra- 
mald. 

The two main reasons for 
this, be says, are that many 
more businesses are operat- 
ing in more than one coun- 
try and that developers can 
see the financial advantages 
of being able to sell then- 
products more widely. 

International businesses 
are deciding that they want 
to use the same systems in 
every country where they 
have a presence, not least so 
that staff can move from one 
place to another and be able 
to carry on working nor- 
mally. 

Yash Nagpal. UK manag- 
ing director of Na vision, 
says that large companies 
feel more secure in buying 
fTOm a global supplier than 
from a national one. Suppli- 
ers such as Navtslon now 
sell in more than 70 coun- 
tries. 

For developers, the extra 
cost of incorporating fea- 
tures to meet the different 
requirements of other coun- 
tries on top of a development 
budget of tens of millions of 
dollars is relatively slight, 
while there are good pros- 
pects of greatly increasing 

revenue. 

For European developers, 
the single country market 
has became too small to jus- 
tify the high cost of being in 
the business. The arrival of 
the euro is likely to acceler- 
ate the process of product 
internationalisation, as it 
should help to consolidate a 
single European market 
Another reason for the 
shift to international prod- 
ucts is that they are now 
capable of being soiled down 
by multinationals to suit the 
requirements of their 
smaller subsidiaries abroad, 
notes Dennis Keeling, direc- 
tor of the UK's Business And 
Accounting Software Devel- 
opers’ Association. 

The standard model is now 
a single package for the 
world, sharing tbe same data 
and easily adaptable to the 

requirements of each coun- 


try. Vendors who have stuck 
with different versions of 
their product in different 
countries have fared gener- 
ally less well than those 
which have moved to inter- 
national products. 

Some of those which used 
to hold strong positions in 
national markets are now 
losing ground to other soft- 
ware suppliers who have 
entered their markets from 
abroad with international 
products. 

A different 
strategy r 

An apparent exception to 
tbe trend is the very success- 
ful UK developer. Sage. It 
owns market-leading but dif- 
ferent personal computer 
accounting software prod- 
ucts in the UK. France and 
Germany, with a strong con- 
tender in the US. 

its growth strategy has 
been not to internationalise 
its existing products but to 
build on its dominant posi- 
tion among small businesses 
in Britain by acquiring simi- 
lar products in other coun- 
tries. 

Its theory is that brand 
name is more important 
than standard features and 
that to internationalise nec- 
essarily means to make 
products more complex and 
less user-friendly. 

Whether Sage continues to 
prosper could be a test of 
whether the lower end of the 
market will remain at least 
partly national or whether it 
will follow the rest towards 
internationalisation. 

Mr Tate argues that most 
low-end developers who do 
not internationalise their 
products, either because 
they think there is no need 
or because tbey cannot 
afford to, are likely to get 
squeezed out 
“They cannot gain the 
benefits of economies of 
scale from the international 
market and customers may 
move up to international 


packages to get tbe benefits 
of being supported by a 
larger supplier," he says. 

Neil Robertson. UK man- 
aging director of US PC 
product developer Great 
Plains Software, says that 
users are more astute as 
they come to buy their sec- 
ond-generation or third-gen- 
eration system. 

“They see the disadvan- 
tages of buying from a single 
country- supplier and know 
that there will be a limited 
amount of new functionality 
which it can afford to 
develop," he says. 

Most nf the development 
budget for smaller suppliers 
will be taken up just in ach- 
ieving year 2000 and Eco- 
nomic and Monetary Union 
fEznu) compliance, he says. 


Doubts about the ability of 
suppliers to meet these two 
crucial objectives are caus- 
ing a huge amount of migra- 
tion in the market. 

There is also the risk that 
a leading vendor could 
launch a new international- 
ised low-end accounting 
package market and push 
out existing suppliers. SAP 
and its competitors are evi- 
dently keen to expand down- 
market 

The rush to upgrade could 
soon be past its peak. Mr 
Keeling thinks that by 2000 
all the activity caused by tbe 
date change problem will be 
over and the software indus- 
try could suffer a recession 
similar to that which fol- 
lowed sterling decimalisa- 
tion in 1971. 



Eure enthusiast: Theodore Waiget, Germany's finance ministar, 
receiving an honorary degree at the University of South CaroGoa, 
where he spoke on the global impact of the euro. a p 


CASH MANAGEMENT: Enterprise resource planning • By Joia Shillingford 


ERP vendors eye treasury market 


More than 40 
suppliers of 
treasury software 
are under 
pressure to offer 
extra features 


T 


wo leading vendors of 
enterprise resource 
planning (ERP) 
software - SAP and 
Peoplesoft - have just 
introduced cash 
management modules 
designed for the treasury 
functions of large 

companies. What effect wiD 
this have on the existing 
treasury software market? 

Tony Kelly. ERP alliance 


partner manager at the 
European computer services 
company Cap Gemini, says: 
“incumbent suppliers of 
treasury software need to be 
concerned because of the 
sheer muscle, client list and 
development resource of 
ERP vendors such as SAP. 

Their resources will 
ensure that their products 
are comprehensive. ERP 
suppliers also have the 
advantage of being able to 
offer integrated software for 
a lot of other business 
functions such as 
order-processing, 
accounting, manufacturing 
and personnel, he says. Mr 
Kelly predicts that other 
ERP vendors will enter tbe 


cash-management Era y. He 
says: “The top ERP vendors 
- SAP. Baan, Peoplesoft, 
Oracle, SSA and JD Edwards 
are always leapfrogging each 
other to provide more 
functionality. 

"In four-to-six months' 
time, tbey will probably all 
have the same core cash- 
management functions, but 
by then Oracle will have 
something SAP hasn't." 
Longer term, this 
functionality will be offered 
to medium-sized companies 
In one of three ways: 
through a standard licence 
sale, through a rut-down 
version, or through a bureau 
or outsourced ERP service 
provided by a computer 


services company, be odds. 

However, Mr Kelly 
believes that there will 
always be some specialised 
treasury functions it will not 
make sense for a general 
ERP supplier to offer. In 
such cases ERP vendors will 
provide links to an external 
package, though the level of 
integration may never be as 
complete as for their own 
software. 

Moreover, not all 
companies ore interested in 
a one-package- fits-all 
approach to managing their 
business. And some are not 
willing to go through the 
lengthy process of 
Implementing ERP software. 
Others are wary of adopting 


n cash-management system 
from a company such as 
SAP that is neu- to this ansa, 
and is reportedly having to 
do some redevelopment 
work on its 

cash-management module. 

The* 40 or so treasury 
software suppliers (including 
Global Information 
Solutions, M CM and Bank of 
America Swallow Business 
Systems i have some time 
before all but their largest 
customers defect But they 
will probably be under 
pressure to add extra 
features. It can only be good 
news for corporate 
treasurers. 

ERP software: see page one. 
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(Companies seek IT directors 
with sharper business focus 


leadership and the ability to 
communicate are qualities 
needed by chief information 
officers, reports John Kavanagh 




reakdown of commu- 
ni cation between IT 
directors and com- 
I party boards means that 
] many of tie hopes for IT as 
| the key to new ways of 
f working and partnerships 
| with suppliers and custom- 
f jers are being eclipsed by a 
| ^lesire to use it simply to cut 
costs. 

{ This Is one finding of 
f recent research commis- 
{ sioned by Eom/Ferry Inter- 
| national, executive search 
< specialist, with the Financial 
' Times, which shows that IT 
directors are being kept out' 
4f/ £ide the boardroom rather 
than at the heart of business 
strategy. 

The survey of IT directors 
and chief information offi- 
cers finds considerable dif- 
ferences in IT representation 
at board level across tbe US. 
^ the UK, Germany and 
France. This ranges from 
just 13 per ceiu M-uice to 
per cent in i tie UK and 
y and almost half in 

the US. 

Nonetheless, when asked 
whether IT directors will 
regularly make it to chief 
executive in the next five 
m years, less than 30 per cent 
of those in tbe US believe 


this will happen, compared 
with 46 per cent in France 
and a third in the UK. 

“The IT function is seen as 
enabling business plans to 
happen, but not as a contrib- 
utor to those plans In the 
first place.” says Mina 
Gouran. managing partner 
of Korn/Ferry International’s 
European advanced technol- 
ogy practice. “Company 
boards consist of people who 
have Immediate impact, so 
IT should be there, alongside 


applies especially in the US 
and the UK. 

IT directors themselves 
believe they need business 
experience outside IT - not 
just to get on the board but 
simply to do their own jobs 
well. Around SO per cent 
across all four countries 
agree here. Indeed, SO per 
cent in the US and two- 
thirds of those in France and 
Germany believe an MBA or 
other academic grounding in 
business skills is important 
to success in IT manage- 
ment. In the UK, 54 per cent 
support this notion. 

In addition, more than 90 
per cent across all the coun- 
tries believe tbe ability to 
communicate key messages 




KORN /FERRY INTERNATIONAL 


ft- 


finance, manufacturing and 
marketing, because IT 
knows the potential” 

The fact that only a minor- 
ity of IT directors are on the 
board “is perhaps a reflec- 
tion of the type of people 
leading IT,” she adds. 

This last comment under- 
lines the finding that IT 
directors see their main 
obstacles to the top as being 
their lack of business experi- 
ence and a perception among 
other executives that they 
are too technical. This 


to top management is neces- 
sary for success as head of 
IT - this is even more than 
the vote Tor In-depth know- 
ledge of IT as a key success 
factor. The US respondents, 
in particular, are almost 
rmanfmmis here. 

Other recent research has 
aisn highlighted communica- 
tion as vital for full business 
exploitation of IT - and 
revealed the IT function's 
shortcomings. A particularly 
telling analysis by CSC 
Research Services of its 10 


annual international surveys 
of IT directors’ top concerns 
goes as far as to suggest that 
directors are getting bored 
with hearing about tbe won- 
ders of information technol- 
ogy. 

“Aligning IT and company 
goals has been in the top 
three issues for the last 10 
years - and number one for 
the last two years," says 
managing director John Coo- 
per. "This is worrying, as it 
Implies that there's been 
little progress. It Is probably 
also unique to IT: do market- 
ing and production people 
feel unaligned with the busi- 
ness? 

"IT people have com- 
plained for 30 years that 
their business colleagues do 
not understand them - and 
they are now concerned 
about continually pushing 
the importance of IT, 
because they think directors 
are bored with it and still 
cannot get to grips with 
what it can do for the bum- 
ness.” 

This lack of unders tanding 
means business executives 
fall back on viewing IT as a 
cost, rather than an Invest- 
ment. says Mr Cooper. This 
is confirmed by the CSC 
Research Services finding 
that cutting IT costs has 
been in the top four issues 
for five years. 

"Unless business people 
come to understand that IT 
is an enabler, they will con- 


tinue to see it as a cost,” he 
says. 

Tbe Korn/Ferry Interna- 
tional and Financial Times 
research supports this idea 
that many business directors 
have a simplistic view of 
information technology. In 
particular. It Tiig+iHghtR the 
continued view among many 
business executives that IT’s 
role is only to cut costs. 

Almost half the US IT 
directors and more than 40 
per cent of those in the UK 
say h™ is their most suc- 
cessful argument when seek- 
ing more investment. The 
prospect of improving cus- 
tomer service is some way 
behind and other issues, 
such as improving communi- 
cation. are a long way back. 

T he future does look a 
little brighter IT 
directors certainly see 
their role changing. Around 
two-thirds say their role is 
already chang ing, the m ain 
reasons being business and 
IT uncertainty, plus to 
increase business focus. 

Asked how their rale will 
have changed by 2003. “more 
business focus” receives the 
biggest vote in the US and 
the UK 

This change is in line with 
board directors' expecta- 
tions, says Ms Gouran at 
Korn /Ferry International: 
“In our IT executive 
searches, business employ- 
ers specify varying cbarac- 
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on te rule of IT dfrectecs 
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- but aB of them 
I us in ess awareness. 
Us become Car more 
in recent years, 
of rapid business 

Philil Schneidemeyer. 
vice-preldent of Korn/Ferry 
Interna i onal's advanced 
technolAy practice in the 
US, sees IT directors' own 
ambition playing a role 
here: he las job candidates 
increasiniy Miring if their 
peers ail reaching chief 
executivefievel (his simple 



PhlGp Seftnatdemeyar, 

vice-president af Kom/Ferry 

IntematHjnaTs advanced 
technology practice in the US: 
Companies seeking ttw best IT 
di re c t o r s wUJ have to show 
commitment to IT as part of 
business strategy, he says 

answer is, “No”). Meanwhile, 
he sees some companies 
extending the IT directors' 
role into business: for exam- 
ple to cover logistics as well 
as IT. Indeed, he believes 
companies seeking the best 
IT directors will have to 
show commitment to IT as 
part of business strategy. 

But at the same time IT 
directors should examine 
their own abilities. Mr 
Schneidemeyer says - espe- 
cially if they want to get to 
the top: “What distinguishes 


Mina Gouran, managing partner 
of Kom/Fonys European 
advanced technology practice: 
■hi our IT executive searches, 
business employers specify 
varying characteristics - but ad 

of them want business 
awareness ' 

the best IT directors are 
leadership and the ability to 
communicate - which is just 
the same as in other execu- 
tive jobs." 

For more information on the 
report on the changing role 
of the CIOfiT director, con- 
tact Joyce Kenney at Korn,' 
Ferry International in Lon- 
don, telephone (44 171) 312 
3100; fax (44 171) 312 3100. 
or write to Korn Ferry Inter- 
national. 252 Regent Street. 
London. 1YTR 5DA 


(“Rising PC ownership fuels 
| interest in online banking 


Ha d m i k banking 
FBrcstofaisunera 


I Electronic banking in Britain is 
1 forecast to rise by more than 30 
per cent a year until 2005. 
according to a new report More 
^han one-tn-sevan customers 
are expected to be using the 
Internet. PC banking or 
inter a ctive television to cany out 
their banking transactions, says 
the report, Banking in Europe, 
written by Dr Elizabeth Daniel of 
City University. 

. Electronic services offer 
koneftts to both banks and 

tc’ 


customers, thus creating ‘a 
virtuous circle' fuelling the 
growth of online services, the 
report adds. Customers win 
benefit from the convenience of 
banking In their own home or 
from their office desk. 

Rising PC ownership and 
Internet connections are among 
the key drivers of this trend, 
says the report which is 
published by The Stationery 
Office In the UK, (tel +44 (0)171 
873 9090). and priced at £385. 
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Although the current usage of electronic banking is low, usage is 
expected to grow swiftly, sspsciafy in the US and Sweden 
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SUPPLIER PROFILE • By Ddiel Green 


Apple lights back 


The company's share price loubled 
in the first quarter of 1998 a a time 
when other personal compuj 
makers were warning that pipfits 
were being hit by lower price 


T he last six months 
have been an unusu- 
ally pleasant experi- 
ence for the world’s 20m-plus 
Macintosh computer users. 
Apple has returned to profit, 
sales of new models are 
breaking records, and the 
latest version of the operat- 
ing system, MacOS 8, has 
been a hit 

This reversal is only mod- 
est, but it cranes after sev- 
eral years of fall tug market 
share and profits. 

Apple's decline is usually 
blamed on its failure to 
licence out its operating sys- 
tem MacOS, as Microsoft did 
with DOS and then Win- 
dows. 

But the recovery seems to 
be the result largely of the 
launch of new computers 
that are faster than similar- 
ly-priced machines running 
Microsoft’s Windows. 

The new hardware is a 
range of computers based on 
the G3 chip made by IBM 
and Motorola. Independent- 
ly-designed tests suggest G3- 
based computers are almost 
twice as fast as similarly 
priced Pentium-based com- 
puters. This has allowed 
Apple to abandon some of its 
soft-sell approach to adver- 
tising its products and 
replace it with advertise- 
ments that directly compare 
MacOS performance with 
Windows 95. 

Enough customers are 
being persuaded to buy G3 
computers Tor the model 
range to have been the fast- 
est seller of any Apple 
launch in the company's 21- 
year history. New laptops 
(called Powerbooks) 
launched in May should 
allow Apple to claim a speed 
advantage of up to four 
times similarly-priced Pen- 
tium-based laptops. 

Not surprisingly, perhaps, 
Apple’s share price doubled 
in the first quarter of 1998 at 
a time when other personal 
computer makers were 
warning that profits were 
being hit by Iowa- prices. 

Much of the credit for the 
change must go to Steve 
Jobs, one of tbe company’s 
founders and, since July 
1997, "interim chief execu- 
tive”. 

Mr Jobs quickly demon- 
strated bis determination to 
do away with many of the 
strategies adopted by the 
three chief executives that 
have held top spot at Apple 
since be id* the first time. 

• New products are being 
launched at lower prices. 
The new G3 Powerbooks 
start at a little over $2^)00 
(under £1,700 in tbe UK). The 
consumer-targeted iMac will 

go on sale later this summer 
at about $1,300, while G8 
desktops aimed at busi- 
nesses start at about the 
same level. Previously, 
Apple would launch tbe 
highest price models first 
hoping to maximise profit 
margins at the expense of 


sales volumes' 

• Macs are Hendlier to 
Windows softure than they 
used to be. Maqcan read PC 


floppy discs aa are deliv- 
ered with softwe designed 
to translate a tW of Win- 
dows program fes for the 
Mac user. An aSance with 
the old enemy Merosoft has 
led to the launh of the 
Office 98 suite olprograms 
(including Word, Excel and 
Powerpoint) on the Mac 
before their yindows 
launch. 

• For those wblneed to 
run Windows pbgrams. 
there are several lckages 
that run Windows 9«or MS- 
DOS) on Macs. On Apple 
executive says the 1st one 
is Virtual PC 2.0 wjeh. he 
said, ran Windows ^ about 
as fast as a 100MHz 
on the new 250Mh 
book. New G3a sold 
many have Virtu 
included. Indeed. Mai 
ers in California are 
ing that tbe increasin 
advantage or G3 
machines me ans that 1 
dows emulation on 
could be as fast as th 
thing next year. 

There is still a long wfr to 
go before Apple reea 
its former glory, and 
are two areas in w 
Apple clearly lags be 
the Windows world. 

One is the sheer ran 
hardware available, 
are no sub-notebooks ra- 
iling MacOS to compete wh 
Windows CE, for exampT 
The nearest is the PowJ- 
book 2400, made by IBM 
sold largely in Jap 
although some are sold 
the US. 

The other is the near in 1 
ibility of Macs and Mac 
ware in mainstream shoi 
In the US. Apple has done 
deal with one of the bi 
US computer retailers 
CompUSA - to the excl 
of almost an others. 

CompUSA now has App 
“stores- within-stores" at i 
various outlets. 

The company has als 
gone into internet shopping, 
The online Apple Stan 
allows people to design their 1 
own computers, picking, for 
example, how much mem- 
ory, what kind of screen and 
how powerful a microproces- 
sor they want Lively inter- 
est is reported in the recent- 
ly-launched Apple Store in 
the UR (web site: www.ap- 
pfa.com/ukstore;. Similar 
ventures are planned for 
other European countries. 

Steve Jobs had another 
recent surprise: in a signifi- 
cant move Into the consumer 
market, he unveiled IMac - 
"a radically designed Inter- 
net computer, aimed at 
home and educational 
users ... it is the Internet- 
age computer for the rest of 
us," he said. 

Feature of the iMac 
machine include a translu- 
cent design, easy Internet 



In upbeat mood: much of the credit tor Apple's recovery goes to 
Steve Jobs, the company's co-founder. Since July 1997, he has 
been interim chief executive ap 


access and PowerPC G3 per- 
formance. it will be 
launched next month at 
$1299 

“We've brought romance 
and innovation back into the 
industry," claims Mr Jobs. 
“iMac reminds everyone of 
what Apple stands for.” 

There is, however, one fur- 
ther factor that may yet hin- 
der Apple's recovery. The 
Mac is popular in creative 
Industries such as advertis- 
ing and the media, but for 
genera] business users it suf- 
fers from an image problem 
that even Apple is hesitant 
to admit 

When shown demonstra- 
tion versions of the recently- 
launched Powerbooks, one 
transatlantic management 


consultancy that is a 
long-term user of Macs, said 
its main concern was that 
the Apple logo was "too big”. 
And a UK telecoms industry 
customer with several thou- 
sand Powerbooks does not 
want its name publicised. 
There used to be a saying in 
business that no one got 
sacked for buying an IBM 
computer. Today, “Win- 
dows" has replaced "IBM". 

Apple is fighting back 
through sheer computing 
power and energetic market- 
ing. But IBM's dominance 
lasted for more than 30 
years, and Apple may have 
to increase the performance 
gap a lot further before 
reclaiming ground it has lost 
to Windows in recent years. 
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INTERVIEW 


EdMcVQi^,^ tfe i 


Why software can be 
‘a mortal enemy' 


Comp am es that are going to be leaders in 
the next decade will be nimble and 
fast- moving. This means having software 
that supports rapid implementation of new 
ideas, says Ed McVaney 


O ne of the side effects of 

the new European 
currency and year 2000 
computer date issues is that it is 
slowing down implementation of 
Web technology. 

“If organisations were not so 
desperate to survive these two 
issues - the euro and year 2000 - 
they would be focusing on 
electronic commerce and Internet 
supply chain technology," says 
Edward McVaney, chairman and 
chief executive of J D Edwards, 
the US-based enterprise software 
vendor. “These Issues are 
retarding the implementation of 
great new technologies.” 

He believes that implementing 
client/server technology, linking 
a number of small desktop 
computers with a powerful 
central computer across a 
network, was "very painful and 
the advantages were minimal ”. 

However, network-centric 
computing with desktop 
computers linked to tbe central 
machine by Internet technology 
is the opposite. “It is a relatively 
simple and easy technology with 
low pain and very high gain." he 
says. 

Internet technology gives an 


individual direct secure access to 
the business systems of a. 
supplier or customer. Tbe next 
logical step is to link the two 
systems directly. Mr McVaney 
expects this to be automated 
once tbe World Wide Web 
interfaces start being used 
extensively. 

This is becoming easy to do 
and companies, such as 
Crossworlds and Frontec, are 
providing universal bridging 
software that take a transaction 
in J 0 Edwards and 
automatically converts it to SAP 
or JBA format Although it is in 
its infancy, Mr McVaney is so 
confident that this represents tbe 
way ahead that he has invested 
in Cross worlds. 

. "The ability to be intimate ' 
with customers and let them 
‘touch’ your systems will be the 
key to success,” he suggests. 
“Speed and the ability to 
implement new ideas and 
organising principles will be the 
elements of success, replacing 
land, labour and capital as 
wealth creators. 

“The companies that are going 
to be leaders after the turn of the 
century will be nimble, dextrous 


and fast-moving. This m«nw 
having software that supports 
rapid implementation of new 
ideas.’* 

As businesses continue to 
change, companies need 

“in-the-fleld, am-the-fly” 
adaptation of software to new 
organislng prindples and new 
ideas, he says. 

“The speed with which you 
adapt to charige will be the 
primary key to success in 
business In the navt century,” he 
believes. “But software is often a 
mortal enemy of change. It can 
be complex, cryptic and symbolic 
- and it takes hordes of computer 
programmers to modify it. And 
they intimidate you!” 

He adds: “You need 
‘breakthrough simplicity’ to 
remove the complexity, but 
organisations that are locked into 
traditional technology will fall 
behind.” 


O 


ne of JD Edwards’ 
highest priorities is to cut 
down implementation 
times. Together with others in 
the industry, it is developing an 
automated implementation 
process. Its solution is 
code-named Auto Composer and 
is inspired by the TurboTax 
interview process for preparing 
income tax returns In the US. 
This has taken a very complex 
process and made it into a simple 
interviewing process so that 
ordinary citizens prepare 


their own tax returns. 

The goal of Auto Composer is 
to drive out 30-60 per cent of 
manpower required in the 
implementation process by the 
end of 1998. The implementation 
team will go through an 
oihscreen interview process to 
describing their own 
organisation, cascading through 
be levels of detail 
However, Mr McVaney doesn't 
believe that the popular view 
that enterprise software is too 
costly and takes too long to 
implement applies to his own 
software. He hkes to talk about a 
customer with four 
manufacturing sites in North 
America that went live with 
manufacturing, distribution, 
logistics, financials, payroll and 
hirman resources in just five 
months. 

“It wasn’t so much our 
software as their leadership that 
made it happen.” he says. “It is 
the number one key to success in 
implementation, not how you 
re-engineer the company. If you 
have good leaders things go well, 
otherwise things become 
bureaucratic and drag out” 
Enterprise software vendors, 
such as JD Edwards. SAP. 
Peoples oft, Baan and Oracle have 
prospered because of the wide 
reach of their software, which 
provides a single Integrated 
solution for all major functions 
hi an organisation. 

So-called “best-of-breed” 



J D Edwards 
man at the top ■ 

Edmnl McVaney: cWmnn and 
fliW wficutteof JD Edwards, tfu 
enterprise software vendor, based h 
Denver, Colorado. 

Ettoatioc Mr McVaney Itfds a > 
science degree In machanteai 
engineerin g from tfio Unfwraty of 
Nebraska and a masters degree In 
business adminJsiraflon tram Rutgera 
Untaretty. He is both a certffied 
pubfc accountant and acofflsd ' 

tffrtri processor. 

Career before co-ftwnding J D 
Edwards in 1977, Mr McVaney, was 
partner-fn-dsaga of information 

technotogy and consdMng services ' 
lor Grant Thornton tram 1970. 

He joined Irani Peat Mavrick MHcbrif 
and Co pnw KPMG) whare ha was a 
constant bi nentfscturing and 
information technology. Before that, 
he was an operations research 
engineer and data processing 

specialist with the Bed system. 


McVaney: Companies need ‘breakthrough sfanpBdty' to Implement new ideas 


software vendors that 
concentrate on doing one thing 
better than anybody else and 
integrating with other software 
have suffered, especially Coda, 
which provides one of the best 
financial suites, but has been 
acquired by Baan. 

Nevertheless, Mr McVaney 
believes that in the long term, 
best-of-breed will eventually 
succeed. J D Edwards is 
committed to being best-of-breed 
in everything it does - this 
doesn't mean that customers will 
have to deal wit b multiple 


vendors, as there will always be a 
strong tendency for organisations 
to want to have a single vendor 
contact that is held accountable. 

“We know that we can't be the 
best at everything we do when 
we cover such a broad suite of 
products,” admits Mr McVaney. 
“People don't want to know 
about the complexities of 
integrating software, but will buy 
the total solution from us and 
expect us to amalgamate a 
solution from mixed vendors - 
and make it work!' 

Best-of-breed is inevitable and 


a great idea that is ahead of its 
time, he adds. He also expects tbe 
interface between different 
vendors' software to become 
much easier and more 
disciplined, either using third ' 
party products such as 
Crossworlds and Frontec ar 
software developed in-house. 

"Electronic data interchange Is 
already providing integration, 
and Crossworlds is simply an 
advanced farm of that,” he adds. 

The detailed mechanics of 
implementation are going to 
become much simpler and result 
in a dramatic reduction in the 
man-hours required, concludes 
Mr McVaney. “We have to 
achieve radical breakthroughs in 
simplicity, which will totally 
change the landscape of 
enterprise systems." 


PROFILE: PoopleSoft * 


V V; : r. ;; , 

r_v£l,v:\c ... J- v". 


Global supplier with an 
expanding portfolio 


The rising cost of ERP implementation 


The US company provides a wide 
range of applications for large 
corporations and aims to set the pace 
in software applications for Emu 


D ave Duffield expects 
to be in charge of a 
company r with 
annual revenues of Slbn by 
the end of this year - and 
the way things are going; be . 
is well on course to meet 
this target. . . 

Mr Duffield is president, 
chief executive and founder 
of enterprise software giant 
PeopleSoft, a company be 
established in 1987 to sell, 
human resource manage- 
ment software to corpora- 
tions. 

PeopleSoft how sells a 
great range of applications 
for large corporations, - 
including finance, materials 
management, distribution, 
supply chain planning, man- 
ufacturing and human 
resource software. 

Tire company boasts cus- 
tomers In a vast range of 
markets such as communica- 
tions, financial services, 
health care, manu f acturing, . 
higher education, public sec- 
tor, services, transportation, 
government and utilities. - It 
enjoyed 1997 annual reve- 
nues of $8I6m. 

As Mr Duffield aims for 
the billion dollar annual .rev- 
enue mark this year, he also 
reflects on the challenge of 
managing a company that is 
growing as quickly as Peo- 
pleSoft. “The key challenge 
is retaining the culture we 
have” be says, citing the 
loyalty and enthusiasm of 
his workforce as so m ething 
be would not sacrifice in 
striving for tbe best possible 
powth. 

“Other companies would 
trill for the kind of commit- 
ment we have - and it is 
p rimari ly due to the culture 


of the company." 

Another key factor that 
Mr Duffield regards as cru- 
cial to success is having a 

global approach- 
5 -When-' "PeopleSoft 
announced Its PeopleSoft 7.5 
enterprise application suite 
in late Mfench, for example, 
the company made sure that 
it not only included support 
for global manufacturing 
and- supply chain manage- 
ment but also the European 
Economic and Monetary 
Union- (Emu) and a Euro- 
pean payroll application. 

“As for as Emu goes, we 
decided to get antop of euro 
issues In a big hurry. 18 
months, ago," he says. “And 
given the fact that we are 
leading the charge [in tins 
area of software], this will 
give qut customers a com- 
petitive advantage when 
they are already enro-en- 
abZed.” 

H e Is also keenly 
aware that two of 
PeopleSoft' s main 
competitors - Baan and SAP 
- are European companies 

and are thus already in tbe . 
thick of dealing -with the 
implications of tbe euro: To 
have any credibility in 
Europe, Mr Duffield appears 
to be aware that PeopleSoft 
ne eded to grasp this issue 
early and competently. 

In terms of North Ameri- 
can competitors, he seems 
less worried. He does not 
expect the world's larg est 
personal computer software 
company - Microsoft - to 
want to enter PdopleSoftis 
md of the wwrfcg* because 
this sector “is not rapidly 
growing enough”, and adds: 


“I see Microsoft for anmTtor 
companies with accounting 
packages and things that are 
shrink-wrapped - It is not in 
high customer support and 
the intensive corporate mar- 
ket we are today,” he sug- 
gests. “IBM, however, has 
always been in this market - 
it is a competitor one day 
and . a customer the next It 
doesn’t have a coherent 
applications strategy, which 
is no knock against IBM. I 
was at IBM far four and a 
half years - and other than 


PeopleSoffs 
man at 
the top 

Looking at Ns personal history, 
It b perdtes not apprising that 
David DuffleM became tbe 
founder at PeopteSrft hi Barter 
years he worked with the 
mainframe computer sector at 
BM as a.HBrksflng 
rapra a sntatt wi and systems 
engineer - and holds an MBA 
and a degree in atactica! 
englnoartrtfl from Gomel 
University. Hub, 

BfTtefprfee-wMe systems 
fomffiar to him tram hte eartsst 
days In the Industry. 

Before founding PeopteScfl, Mr 
Duffield estaUshed two 
mainframe appfcatwn software 
companies. Mora recently, he 
was president, chairman and 
chief product architect at 
Integra! Systems, a 
CaBbmta-twed vendor of ths 
first DBZ-based human 
resource and accounting 
systems. Previously, Mr Duffield 
Co-founded Information 
Associates, where he is 

credfed wrtth the development 
of systems for tfw higher 
education market 


PeopleSoft it was the best 
company I ever worked for.” 

While he admits that cus- 
tomers may spend time 
looking at his competitors’ 
products, Mr Duffield says 
they will rarely make a 
switch based solely on the 
purchase cost of the soft- 
ware, which starts at around 
8100000. He says a typical 
contract size for a PeopleSoft 
installation Is around 
1850.000. 

In the enterprise software 
market, tm p l gnm»nt»tTnn and 
support costs are for more 
Important than the actual 
price of the software itself; 
he says. 

“Software costs are trivial 
compared to implementation 
costs,” he says, suggesting 
that archrival SAP's soft- 
ware will generate 87 to 88 in 
consulting costs for every $1 
on SAP software. He says 
that the figure for PeopleSoft 
applications is around $3 in 
consulting costs for every $1 
spent an software. 

As PeopleSoft moves to 
expand its enterprise soft- 
ware product portfolio, Mr 
Duffield says it is looking at 
acquisitions as a way of ach- 
ieving that goal “If time per- 
mits and we have sufficient 
bandwidth, we will bufld 
new product ourselves,” he 
says. “But if there is a criti- 
cal ‘time to market* issue — 
and the culture of company 
fits - we win tend to buy. 

Mr Duffield adds that be is 
not concerned about anyone 
launching a bid to buy Peo- 
pleSoft. “We are doing too 
well [to be a takeover target] 
and are currently valued at 
around flObn,” he says 
“And a hostile takeover 
really shouldn't happen in 
tbe software industry - all 
your assets are in the heads 
of your people - and if it 
gets to be hostile, then they 
aren't going to stay.” 


Last year was another boom 
period for the enterprise 
resource planning (ERP) 
market with global 
revenues growing by more 
than 40 per cent to more 
than 3&2bn, according to 
figures prepared by Gartner 
Group, the independent 
US-based IT consultancy. 

The key market drivers 
last year were year 3000 
computer compliance, 
continued globalisation of 
business, increasing 


business change, and the 
European markets' adoption 
of the euro currency, says 
the Gartner research note. 

Demand for 
experienced staff 

With a growing shortage of 
quality IT professionals to 
undertake ERP 
implementation projects, 
Gartner predicts that the 
average costs for ERP 


implementors will rise 30 
per cent this year. 

“Clearly, users must 
adopt staff retention 
strategies immediately," 
says the report. It also 
describes 1997 as a 
landmark year for vendors 
as extended ERP - or 
“eERP” for short - which 
became a new battleground, 
with Baan leading the way 
with Its acquisitions of 
Aurum. Matrix, and 
Beologir. In response, SAP 


took a majority stake in [ 
K&V. a German-based sales 
force automation vendor. ' 
These skirmish es may 
well result “in all-out war fit 
eERP this year”, says 
Gartner. Many of the 
financially weak vendors 
will foil further behind the 
leaders, due to their 
inability to fund mergers 
and acquisitions in the 
eERP area - such as supply 
chain management. 

Paul Taylor 
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Home of 24,000 engineers and scientists in 20 countries around 
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The source of ideas and solutions to help you meet any/every 
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Our networking solutions are reducing congestion and 


dramatically increasing capacity. 


We've even developed new servers and software that are, 


right now, enabling true Internet telephony. 
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N0W DIRECTIONS: Smartcards 




Convenience factor is a 

vital impetus for growth 


Multi-function smartcard terminals, 
with a high level of software security, 
will soon be incorporated into 
personal computers 


iiy 


W orld travellers bur- 
dened with their 
heavy and bulky 
notebook computers really 
won't need them In future - 
they may simply carry a 
smartcard. 

Users will be able Insert 
this card into any computer 
in an office, hotel room, air- 
craft or limousine. This will 
identify them and give them 
secure access over the Inter- 
net to their electronic mail 
and corporate intranet, as 
well as provide secure online 
transactions and other ser- 
vices. 

These applications are just 
some of the ways in which 
smartcards - credit card- 
sized pieces of plastic with a 
computer processor Inside - 
will change the lives of mil- 
lions. 

Smartcards' high level of 
hardware and software secu- 
rity make them ideal for 
safely carrying valuable 
information to identify the 
holder and even carry elec- 
tronic cash and other 
“stored value". 

This facility allows them 
to be used for secure identifi- 
cation for credit and debit 
card payments and cash 
withdrawals, plus electronic 
cash, access to computer net- 
works. buildings and public 
transport, as well as carry- 


ing loyalty , scheme points 
and medical records for 
emergency use. 

Mr Andrew Phillips, an 
Analyst at Dataquest. esti- 
mates that there .are 23bn 
cards currently in circula- 
tion. Two billion of these 
only carry memory chips 
and so have no security, and 
are mainly used as telephone 
and loyalty cards. "In fixture, 
the trend will be away from 
memory cards towards intel- 
ligent cards with a proces- 
sor," says Mr Phillips. 

These cards are mainly 
used by inserting thwn into 
a terminal, but contactless 
cards are now available that 
incorporate a small radio 
aerial. 

They are more expensive 
to produce, but much easier 
for transportation applica- 
tions, as they are quicker to 
use as they just need to be 
passed close to the ter minal 

The first significant smart- 
card application was the 
French Cartes Bancaires 
payment card, which has 
reduced fraud from FfrOOOm 
to Ffr250m over a period 
when the number of card 
holders has increased ten- 
fold. Other large payment 
applications are the German 
GeldKarte, Spanish payment 
cards and the Belgian Proton 
electronic cash. 



New generation 
smartcards 

Focus bn emerging 
business applications 


France is arranging smart- 
card access to its healthcare 
services, which will add 35m 
new users, says Mr Phillips. 

Finland hag the broadest 
range of application in real 
use of any country. Wher- 
ever there are suitable appli- 
cations, they are being used, 
including payments, stored 
value, road tolls and car 
parking systems. 

According to Data Quest, 
l.lbn cards will be issued in 
1998, growing at 30 per cent 
a year to 4.2bn in 2002. 
Although Europe has always 
dominated the market, 
growth in the Asia Pacific 
region Is leaping by 50 per 
cent a year - see report on 
payment systems, page 10. 

Meanwhile, a pilot project 




in New York City’s lower 
Manhattan ares is jointly 
testing Mondex and Visa- 
Cash. the two leading elec- 
tronic cash systems. In spite 
of the wide interest in this 
project, the US has never 
embraced smartcard applica- 
tions with the gamp enthusi- 
asm as the Europeans. 

Smartcards remain a curi- 
osity in the US. says Ms 
Karen Hoffman, an analyst 
at Forrester Research, the 
independent analysts, "They 
lack of a business case, an 
infrastructure and interoper- 
ability. which will limi t ini- 
tiatives for the nest five 
years. However, Internet 
applications, such as authen- 
tication, security and pay- 
ment will develop in North 
America first" ' 

According to a new report 
from Ovum, entitled The bal- 
ance of pouter - uncertainty 
and opportunity in the smart- 
card market, control of the 
sector is moving away from 
card fabricators, such as 
Gemplus, Schltimberger and 
Bull, which have provided 
proprietary cards, operating 
systems, applications and 
services. 

Divorcing the application 
from the card will allow 
multifunction cards, a mar- 
ket that will be led by soft- 
ware developers and others, 
whose applications will ere- 



The Java ring: Scott McNeafy, ch a irman of Sun Microsystems, 
displays a Java ring which conta ins an imbedded computer chip 
and functions Oka a s mar tc ar d ai 


ate the value. 

Although smartcards have 
been in use for 20 years, we 
are only Just hearing of 
alternative forms. Sun 
Microsystems favours 
embedding the processor in 
a stainless steel ring. 

“Being “wearable' has lots 
of advantages. I’ve even 
taken my Java ring into the 
shower and gone swimming 
with it," says Dr Glenn 
Rfcart, chief technology offi- 
cer of Novell. "It is more 
convenient to touch your 
Java ring to an access derice 


than find the card in your 
wallet or handbag and 
replace it 

“In addition. I'd expect 
that women would find a 
Java ring helpful at times 
when they'd like to leave 
their purse elsewhere." 

The Java ring uses contac- 
tless smartcard technology 
to touch it against a “blue 
dot" button on the terminal. 
The processor is much better 
protected by the stainless 
steel ring than the compara- 
tively exposed plastic card. 

The Java ring might also 


appear as a button buiH into 
a key chain fob. 

IBM has an interesting 
variation. “The ring is a 
little too small," says Mich- 
ael Weigelt, general manager 
of Global Smart Card Solu- 
tions. "You could put the 
processor into a watch and 
use a personal area network 
to transmit the data over the 
surface of the skin and 
through the hand into a ter- 
minal. so as to open doors or 
withdraw cash." 

Evolution 

Whilst smartcards remain 
in plastic card form, they 
will soon be fully integrated 
into the personal computer 
environment. Microsoft 
already supports smartcards 
in its Windows family of 
operating systems through a 
common Personal Computer; 
Smartcard (“PC /SC") stan- 
dard. 

Smartcard terminals will 
soon.be incorporated into 
computers and can carry a 
logo to indicate that they are 
certified by Microsoft as 
being compatible with Win- 
dows NT 5.0, the next ver- 
sion of its corporate operat- 
ing system. 

Smartcards have been 
described as a technology 
looking for a solution, say's 
John Bragg, a director of 
OS I. a management support 
company, who is programme 
director for the APAC-S trial. 
"However, they are not a 
technology issue any more. 
Convenience will be the key- 
factor that will drive 
growth." 


NEW APPLICATIONS • By Rod Newing 


■ .CONFUbTING-^ Naarrr 

Rival camps will 
eventually need to 
work together 


Europe leads the way 


Competing systems aini to deliver 
‘ interoperability" for a new generation 
of smartcards that can handle 
multiple applications 


Financial 
companies see 
smartcards as a 
way to strengthen 
client 

relationships 


s 
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C onflicting standards 
have always been the 
Achille’s heel of the 
smartcard industry, locking 
application developers to 
proprietary smartcard 
technologies and 
fragmenting the market 
With the growing 
maturity of the smartcard 
industry has come the 
realisation that the days of 
proprietary smartcard 
operating systems are over. 
Common standards are now 
needed to usher in a new 
generation of smartcards 
that can handle multiple 
applications, irrespective of 
the card manufacturer or 
the application developer. 

The problem is that two 
competing standards have 
been proposed to deliver 
this much desired 
‘‘interoperability*’. The first, 
Java Cord, is backed by 
group of ten companies and 
is based on a cut-down 
version of Sun’s Java 
programming language. 

Java is already widely 
used to bring . 
interoperability to 
commercial computing and 
the Java Card Formn hopes 
to do the same with 
smartcard applications. But 
the language runs poorly on 
existing smartcards. Peter 
Harverson, European head 
Of Sun Microelectronics, 
predicts this will change 
with a forthcoming 
generation of smartcard 
chips designed to run Java 
in “native mode". 

“It is essential to have a 
native Java processor to get 
the performance,” he says. ' 
The second 

interoperability contender is. 
the Mnltos standard 
proposed by Maosoo, a 
consortium of eight 
chi pmake rs and smartcard 
manu facturers with some, 
such as Motorola, also 
present in the Java Card 
Forum. 

The first public trials of 
MttitoB cards should start 
later this year. According to 
Nick Babgood, chief 
executive of Maosco, Mnltos 
is a complete system 
comprising sOteon chip, 
operating system and 
application progra mmin g 
interfaces (APIs), whereas 
the Java Card covers just 
the APIs. 

He argues that Java Card 
issuers thus have the extra 
headache of verifying the 
security and interoperability 
of their chosen mix or 
gflfcon, operating system 
and appli cation. Whatever 
the relative merits of the, 
two standards, their 
emergence brings closer the 
day when developers can 


refocus on applications and 
largely forget about the 
underlying card 
technologies. 

“The emergence of Java 
Card and Mnltos promises 
card-independent 
application development 
platforms," says Duncan 
Brown, senior analyst at the 
UK research fern Ovum and 
author of a recent report cm 
smartcards. “These enable 
third-party awl 

user organisations to ] 
develop their own smartcard 
appficatiauB wffhoai the 
direct Involvement of card 
manufacturers." . 

Skeptics wonder whether 
there Is a real demand for. 
multifunctional smartcards. 1 
Virtually all the smartcards 
in use today perform just 
one function: loyalty cart, 
telephone card or electronic 
purse, for example. 

While the concept of a • 
smartcard that allows users 
to add, delete and update 
applications is persuasive, 
the technology is expensive 
and I n teroperability depends 
on a level of cooperation 
that is hitherto unknown in 
the smartcard Industry. ■ 

he traditional rivalry 
between Visa and ■ 
MasterCard, the two 
principal issuers of credit 
and debit cards, is already 
well-entrenched In the 
smartcard market Visa 
backs the Java Card 
standard, while Mondex, a 
company controlled by 
MasterCard, is behind 
Mnltos. 

American Express, the 

third big player in the card 

industry, announced in 
April it would use Mnltos as 
its “pre fe rred* s m ar t ca r d 
operating system, although 
the licence is not exclusive. 

Fcm America Express, 
mulli ft m ctiona] smartcards 
provide a convenient 
method to dynamically 
deliver both financial and 
nou-tinandal applications 
that could include hotel, 

airlfcie and loyalty ■ 

programmes, traditional 
charge or credit cards and 
electronic parse 
applications. 

The card issuers will play 
a decisive role Jn the 
development of 
multifunctional smartcards 
because of their huge 
installed user-base. 

Visa's 600m traditional 
cards generate SI trillion in 
annual volume abd are - 
accepted at over 14m . 

locations worldwide. It also 
has more than 70 chi p card 
programs under way with 
2 im chip cards issued. 

Despite the growing number 


of tria ls, the card companies 
are reluctant to commit to 
smartcards to a big way 
until they see real benefits 
in doing so. 

“The card issuers continue 
to wait on the smartcard 
sidelines," says a report 
from market analyst 
Forrester Research. Cost Is a 
big hurdle. A • 
magnetic-stripe card - the 
dominant technology for 
today’s debit and credit 
cards - costs a few cents to 
manufacture while the Mrtt 
processor “core" used to a 
simple smartcard costs a 
couple of dollars. 

The mare powerful core ~ 
needed for a multifunctional 
smartcard costs $5 or more. 
Manrfcrio FeUri, general 
manager for smartcards 
with European chipiiwiker 
STMicroelectronics - • 
formerly known as SGS 
Thomson - says 
i ffijtiflwutiiwMi smartcards 
are more costly because of 
their significant design 
challenges. 

: Chipmakers have to 
squeeze a 16 or 32-bit 
processor and sufficient 
memory to hold eight or. 
more applications into a 
5mm by 5mm core — any 
larger and reliability 
problems may occur it the 
card is flexed. 

smkcodeetrenki Is one 
of the participants to a . 
pan-European research 
prqject, called - 
Multi-AppUcathm Secure 
Smartcard (MASSC), aimed 
at developing advanced 
microelectronics for 
multifunctional cards. 

The MASSC technology 
uses a 32-bit RISC processor 
with large memory and - 
advanced cryptographic 
capabilities. It will support 
both contact-based and 
contactless operation. The 
first generation of cores will 

be available in ndd-Z999. 

will also, develop 
embedded software 
allows the chip to 

applications and 
provides security 
“firewalls’’ between the ■ 
applications stored on the 
card. • • 

STMkroelectronics 
currently sides with the - 
Java Card camp. “The 
advantage of Java is that it ' 
is widely known, while 
Mnltos is- quite specific and 
your programmers hare to 
learn ft," says Mr Fefid. 

Nevertbeless, he believes 
tiie battle between the two 
standards is overplayed. 
“Mnltos is a very good 
technology — and in the 
fixture we will also have a 
Mnltos card.” 

Ideally, he would like to 
see two camps work on 
achieving interoperability 
between the Java Card and 
Mnltos standards. Forrester 
Researcb believes this could 
come next year. 


martcards are an 
important advance 
along the path of pay- 
ment card technology - “we 
started with embossed cards, 
then magnetic stripe cards 
added more security and per- 
sonalisation," says Jon Pri- 
des ux, senior vice president, 
emerging markets at Visa 
International. 

“Next, smartcards win pro- 
vide local computing power 
to give greater security and 
more functional opportuni- 
ties." 

In a competitive market- 
place. the banks are looking 
for more competitive and 
convenient payment mecha- 
nisms, because customers 
want to be able to do more 
things, more conveniently. 
Magnetic stripes bare effec- 
tively reached a "dead end", 
unable to add more services 
to keep the customer inter- 
ested. 


The problem is that cur- 
rently tiie banks do not see a 
sufficient business case to 
justify the additional cost of 
a smartcard over a magnetic 
stripe card. 

Other payment services 
are needed to increase the 
functionality and profitabil- 
ity, such as electronic cash 
and secure electronic com- 
merce. A payment card 
could also be amalgamated 
with loyalty, information 
and security access cards. 

More than 50m smartcards 
cards are already in use as 
bank cards, mainly in 
France, Germany and Spain. 
France had big problems 
from counterfeit cards, so 
the industry banded together 
through the Cartes Ban- 
caires organisation to issue 
smartcards nationwide. 

Fraud with smartcards is 
extremely difficult because 
of the in-built security and 
because they are too capital 
intensive to manufacture 
and manipulate. France now 
has the lowest fraud rates of 
any payment system in the 
world, says Mr Prideaux. 

Deployment of smartcard- 
based payment cards is a 
problem, however, and there 


are two opposing strategies. 
Cards can be issued on a 
wide scale with enhanced 
functionality. Their exis- 
tence is then used to encour- 
age the merchants to use 
them. The opposite is to 
grow clusters of cardholders 
around merchants. These 
clusters could be based on a 
town, an individual mer- 
chant or an infrastructure, 
such as a mall, motorway 
service area network or the 
Internet 

US analyst Forrester 
Research believes that the 
Internet will provide the best 
means of deployment as it 
attracts early adopters who 
will welcome the security 
and convenience of smart- 
cards for electronic com- 
merce. Smartcards are 
starting to bridge the physi- 
cal and online worlds "and 
taking off from 2000." 

In Spain, cardholders are 
automatically issued with 
smartcard-based debit or 
credit card, as part of their 
normal replacement cycle. 

They still have their 
embossing and magnetic 
stripes, but include e-cash 
functionality. E-cash is being 
tested in an increasingly 


large number of pilot pro- 
jects around the world, prin- 
cipally in the Mondex sys- 
tem. in which Mastercard 
has a 51 per cent stake. Visa- 
Cash and Proton from Bel- 
gium, which has a partner- 
ship with American Express. 

For two years in the UK. 
the Association for Payment 
and Clearing Services has 
been leading the banking 
industry, card schemes, ter- 
minal manufacturers and 
retailers to prepare for the 
introduction of smartcards 
for credit and debit pay- 
ments. 

They are being tested in 
pilot projects in two towns 
and should a decision on 
individual banks national 
implementation Is immi nent 
Hie UK has 104m bank-is- 
sued cards, plus another 15m 
store cards, making it poten- 
tially the largest smartcard 
application. 

Smartcards will also be 
important for carrying digi- 
tal certificates that allow 
their electronic cash or cred- 
it/debit payment functional- 
ity to be used for electronic 
trading, using the Secure 
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US CASE STUDY: Bank of America • By Alan Stewart 
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auk of America 
(BofA) has begun the 
roll-out of a new 
smartcard-based security 
and encryption process to 
more than 600 of its large 
corporate clients in 1,000 
sites worldwide. These are 
clients who use the bank's 
Wanda electronic services to 
transfer funds, initiate pay- 
ments and manage their 
global accounts. 

BofA is a subsidiary of San 
Francisco-based BankAm er- 
ica Corporation, currently 
the third largest bank bold- 
ing company in the United 
States. 

After its planned merger 
with NationsBank Corpora- 
tion, subject to regulatory 
and shareholder approval, 
the new BankAmerica will 
bare $570bn in assets, as 
well as the largest US net- 
works of branches and auto- 
mated teller machines, 
(ATMs). 

Companies already using 
Wanda to access their cash 
management and foreign 
exchange accounts are being 


New service for 600 
corporate clients 


Bank offers French-made 
customisable smartcards with 
encryption capabilities 


offered customisable smart- 
cards with encryption and 
authentication capabilities, 
together with portable 
smartcard readers that can 
be inserted directly into a 
PC’s diskette drive. 

The bank .says these two 
components form the “key" 
needed for access to a cor- 
porate client’s account 
Our corporate cash man- 
agement division was 
looking for an alternative to 
the visible security device it 
was using. 1 ' says Bette Was- 
sarman, a Bank of America 
vice president and manager 
of smartcard programmes 
with BofA’s interactive 
banking division. 

“It had ■ the choice of a 
physical device, software, or 
smartcard.” explains Mb 
W asserman. “Only the 
smartcard could be indepen- 
dent of the platform the cus- 
tomer was using." 


The card-readers (along 
with the cards themselves; 
are made by French smart- 
card manufacturer Schlum- 
berger, and contain do com- 
puter applications or 
intelligence - “that's in the 
software," says Ms Wasser- 
man. "There’s an applet on 
the PC that will interact 
with the reader and the card 
within It." 

I n addition to the new 
Wanda smartcard sys- 
tem. since the middle of 
1997, Bank of America has 
been running a smartcard 
programme with Visa to 
accept micro-payments over 
the Internet Employees of 
the two companies can use a 
stored-value smartcard with 
the Visa Cash service intro- 
duced for small-value pay- 
ments two years ago. 

This has been taken a step 
further at the bank's bead- 
quarters In San Frandsco. 
where photo identification 
smartcards containing two 
microchips have been issued 
to all staff. One chip is used 
for Visa Cash os well as 
access to the cardholder’s PC 
and encrypted data flies, 
while the other provides con- 
tactless entry to the building 
and to parking areas. 

“1 believe we were the first 
to combine the payment 
mechanism with other func- 
tions," says Ms Wasserman, 
who states that Bank of 
America was also first on 
the Internet with a stored- 
value smartcard. The value 
Is loaded into the card from 
an ordinary debit or credit 


card via ATM-like devices. 

Ms Wasserman expects 
that a wide variety of 
devices will be used to store 
value in smartcards in the 
future, including telephones, 
PCs and television sets. She 
believes consumers need an 
Incentive to change their 
behaviour, however, and 
that part of that incentive is 
convenience. 

“If 1 could load value at 
home, then I would probably 
do so,” she adds. 

Ms Wasserman points out 
that she can also buy goods 
on the Internet from home - 
and she could easily keep 
adding money and spending. 
T would be more likely to 
spend money over the Inter- 
net if 1 didn't have to wait to 
go down the street to the 
ATM the next day." 

The hank has found that 
smartcard users want to be 
able to use thetr card wher- 
ever they go, to replace cash. 
“We need to make the card 
more convenient for consum- 
ers to use and more accept- 
able to merchants," says Ms 
Wasserman. 

She believes the smartcard 
industry still has a good deal 
of work to do in this area, 
and that the cards will not 
be widely used for a few 
years yet 

Providing continuing sup- 
port for its smartcard pro- 
grammes has been an impor- 
tant factor for the bank, she 
adds. “It doesn't take a lot of 
time and effort, but it pays 
off in the results. 

“We have a very high 
usage rate, and the mer- 


chants are very happy with 
the volume they geL" 

Bank of America has 
found it much easier to con 
vince merchants in the 
o nlin e world of the benefits 
of the stored-cash card. This 
is because the card is not 
replacing a well-established 
payment mechanism, even 
though many Internet users 
are already making pur 
chases online using their 
credit cards. 

According to Ms Wasser 
man, Internet merchants see 
a clear need for stored-cash 
cards. In the Internet world, 
she points out, many mer- 
chants are currently either 
giving services away, or 
being charged credit card 
fees for very small transac- 
tions. She is confident that 
because the Internet is still 
relatively new, online pur- 
chasers are willing to experi- 
ment with innovations. 

Bank of America's smart- 
card schemes are not pilots 
but permanent programmes. 
“Our basic strategy for being 
involved with chipcards is 
that we see them as a way to 
enhance our business." says 
Ms Wasserman, who expects 
to see smartcard technology 
being used in many ways in 
the US banking business in 
the next three to five years. 

The bank expects that, 
over time, smartcards will be 
integrated into various other 
products and services that it 
oilers. “At some point, there 
will be a chip on a debit 
card, or credit card, or even 
a new kind of card that we 
come up with," hints Ms 
Wasserman. but emphasises 
that the bank has no particu- 
lar product planned for the 
near future. 
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Already a record 
number of high 
quality entries 


FT 

BUSINESS 
WEB SITE 
OF 1998 


O nce agsdn the FT Business 
Web She of the Year 
competition is attracting 
high quality entries, with even 
more contenders this year than 
l3st, at this point 
The competition - now In its 
second year - has already 
attracted entries across the 
enure range of business 
markets in the four competition 
categories: 

□ The financial sector. 

□ Large organisations 
(excluding the financial sector). 

□ Small and medium 
organisations (fewer than 250 
employees). 

□ The public sector. 

"Last year's competition saw 
a huge number of entries 
arriving dose to the July 31 
dosing date, so candidates this 
year are urged to send their 
entries in as soon as possible." 
say the organisers. 

The competition is sponsored 
by UUNET UK. part of the 
world's leading Internet services 
company and a wholly owned 
subsidiary of WorldCom. Web 
site entries win be judged by a 
distinguished panel from 
UUNET UK and the Financial 
Times. Category winners will 
receive their awards in 
November. 

The quality of the entries we 
have received is consistently 
high,” says Richard Woods of 
UUNET UK. ‘Once again It 
demonstrates the way In which 
the Internet and web sites are 
being ever more closely tied 
into the core of traditional 
business activity as well as 
being used to entirely 
re-engineer some commercial 
processes.* I 


Last year's competition 
attracted entries from all over 
the world including Germany, 
South Africa, the United States, 
and former Soviet SodaJtet 
Republic of Kazakhstan. Those 
who won awards attended a 

special event at the Financial 
Times' London headquarters, 
with awards presented by the 
TV presenter. Jeremy Paxman. 

A similar awards night will be 
held in November this year. 

The dosing date for entries is 
July 31, 1998. 

To submit your company web 
site for the competition and for 
full details of the terms and 
conditions visit: http-J/ 
www.uk.uu.net/ or telephone 
Lysa RatC if on 01223 250 548 
(callers from outside the UK 
Should dial +44(0) 1223 250 
548). 

What the judges are 
looking for 


The aim of the 1998 FT 
business web site competition 
Is to recognise excellent 
business use of the World Wide 
Web. 

Entrants are judged on their 
ability to demo n str a te: 

□ Business tr an sformation: 
To what extent has the web site 
enhanced business processes 
In areas such as customer 
services, communications or 
strategic (fraction? 

□ innovation: 

The approp ria te use of new 
technologies, such as intranets 
and Intelligent software tods. 

□ Measurable benefits: 

The ability to demonstrate 
financial and/or other 



Sponsored by UUNET UK 


quantitative benefits arising 
from use of the wab stta 
Entries must faH into one of 
the tour categories Rated above 
(i.a. financial, large 
organisations, small and 
meefum-sized organisations and 
the pubfic sector). 

A prize-winner w8f be chosen 
In each category and an overall 
winner wffl be awarded the 
prestigious title of the "FT 
Business Web Site of 1998*. 

A full list of previous 
award-winning sites can be 
found on the Web at http-J/ 
www.uk. uujnt/ 


The competition's terms end 
corxfitfons Include the following: 

□ The even? Is open to 
companies or organisations 
both in and outside the UK in 
the categories listed. 

□ Entrants' web sites must 
have been established before 
January 1, 7998. 

□ Any dalms must be capable 
of befog substantiated if 
shortBsted. FfoaSsts may be 
required to make a web site 
presentation to the Judging 
panel, either in person or by 
video conference^ in September 
1998. 

□ There win be no cash 
alternatives to prises. Electronic 
entry forms end a foB list of the 
conditions is available on the 
competition web site ah http-J! 
www.ukMVJietf 


he smartcard Is the 
answer to the twin 
needs of real portabil- 
ity an d security, qualities 
that are often seen as being 
incompatible. 

In recent years, advances 
in the semiconductor eMp 
technology have enabled 
astonishing progress in por- 
table computing and infor- 
mation. highways - for 
example, the Internet - but 
the extreme openness of 
these new tools, while 
greatly enhancing their ver- 
satility and user appeal, 
means that special safe- 
guards are required to 
ensure that confidentiality 
and security are not compro- 
mised. 

This is why, for example, 
so much effort has been 
applied to such as the 
security of electronic com- 
merce. In fact, the smartcard 
is nothin g other than a very 
small portable computer, 
with its own intelligence 
(the microcomputer core), 
memory and software oper- 
ating system, allowing it to 
store and process data and 
programs. 

However, unlike conven- 
tional PCs, every smartcard 
transaction can be checked 
and authorised via security 
mechanisms that rag range 
fTom PIN codes to highly 
sophisticated biometric char- 
acteristics of the card owner, 
such as fingerprints or fris 
patterns. The control mecha- 
nisms operate between the 
keyboard or card detector 
and the smartcard's internal 
memory, ensuring that data 
is securely stored. 

The "heart” of the smart- 
card is. of course, the embed- 
ded chip. STMicroelectron- 
ica, as a world leader in this 
sector, believes that the suc- 
cess of the smartcard will 
mainly depend on the ability 
of semiconductor suppliers 
to make continuous 
advances in three key areas: 


An era of networked 
electronic cash 


The stage is set for one of the most 
important paradigm shifts of our 
times - from pockets full of printed 
paper to new online cash systems 


□ Security, so that the 
smartcard industry can 
maintain a constant gap 
with respect to hackers, 
who, of course, will continue 
to develop more sophisti- 
cated ways to attack. 

□ Technology, allowing 
chip performance to be con- 
tinually increased thereby 
enabling a wwitinuai flow of 
new and even more powerful 
applications. 

□ Manufacturing, to drive 
the costs down, allowing 
consumers to enjoy the 
advantages of smartcards in 
the ever-expanding field of 
applications. 

One of the best established 
examples of smartcard 
Implementation is the the 
French bank card. In France, 
where the smart bank card 
was first used on a large 
scale, the bank card fraud 
rate, as a percentage of the 
total transaction value, Is 
currently 0.02 per cent (on a 
total transaction value of 
FFr966bn), a dramatic reduc- 
tion from the 1987 level of 
0.27 per cent 

Over the same period, the 
fraud rate in the UK was 
reduced down to 0.10 per 
cent, which is still five times 
higher than in France. Not 
surprisingly, British hanks 
are now planning to adopt 
smartcards to make further 
improvements. 

In the wide palette of 
smartcard applications 



*=vT 


k goes out every night at 9pm. On the doc And 
riiis is typical of the reasons why many of our 
customers, such as the BBC, demand high 
bandwidth and absolute refab&ty from their 
telecoms supplier. 

The BBC. Associated Newspapers and Reuters are among the 
many media companies that would accept noth rig less than the 
highest levels of reliability for their mission~crtncal data. 

Which is why they all aimed to Energis. 

Telecoms underpins every business. Shotidn'c you know what 
our highly resilient but cost-efficient services can do for yours? 
For more information on what Energis has done for the BBC and 
other customers, visit our website or. for printed versions, call us 

0800 316 0613. 
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(bank cards, security mod- 
ules for portable phones, 
pay-TV, ID cards), the "elec- 
tronic purse" is emerging 
very rapidly as a significant 
application. Secure micro- 
computer-based smartcards 
wifi increasingly replace the 
less-secure and less-practical 
paper money, allowing purse 
“reloadabUity” at hank, ter- 
minals and purse- to-purse 
money transfer. 

The electronic puree is 
mo6t suitable for low-value 
transactions and will cer- . 
tainly simplify the quite 
cumbersome calculations 
that many Europeans will 
experience in the era of the 
euro by giving immediate 
equivalence among different 
currencies having a fixed 
exchange .rate. 

With the cost of cash-han- 
dling accounting for up to 40 
per cent of a bank’s operat- 
ing costs and five per cent of ■ 
a country’s GNP, there are 
substantial savings to be 
made by switching to smart- 
cards. ‘ 

The longer-term trend is to 
qmttiftmc t fafl cards. Thanks 
to the processing power and 
large memory capacity of 
the latest smartcard chips, it 
is posable for one card to 
combine several different 
functiqps . such as phone 
card; hanking card, elec- 
tronic pone, railway ticket 
and loydlty card. 

TO provide such fiexflrility 
without compromising secu- 
rity, smartcards will use a 
similar approach to that . 
employed in web browsing, 
where specialised programs 
called "applets’’ are down- 
loaded as required and run 
from within operating 
systems and web browsers. 
The smartcard's secure oper- 
ating system wfflbe embed- 
ded in the chip’s read-only 
memory, while applets will 
be stored in the card's read/ 
write memory. Smartcard 
tmips that will run Java, the 
S tandar d pmg nimining lan- 
guage for applets, are 
already in development at 
STMicroelectronics and 
other semiconductor compa- 
nies. 

This approach will allow a 
single card to have many 
functions daring its life 
because it wfll be possible, 
through telephone data 
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Shopping in New Ymfc Yifat Mabaty uses a smartcard tomato 
purchases at the Royafe Kosher Bakery daring a sfc-mootft 
smartcard trial In the city's Upper West Side m> 


transfers, to update an exist- 
ing application, to load a 
new one or to delete an obso- 
lete application. 

The ability of the chip to 
carry out highly complex 
cryptographic algorithms 
win ensure security through 
the use of “electronic signa- 
tures* when using standard 
information networks such 
as the telephone or the Inter- 
net. 

Another dimension (rf the 
development of smartcards 
is geographic. We are now 
going through an advanced 

globalisation process In 
Europe, while Asian coun- 
tries are starting and the US 
is in the pre-boom phase. 

In the developed countries, 
there is a strong interest in 
new applications opened up 
by the presence of the chip 
in the card, as well as an 
appreciation of the economic 
advantage due to fraud 
reduction and better overall 
efficiency in applications 
currently covered by mag- 
netic cards. 

In the developing coun- 
tries, the smartcard is seen 
as an invaluable toed. 


By adopting smartcard 
technology at an early stare, 
these countries can partied 
pate in exciting develop^ 
meats such as electronic 
commerce, often with the 
benefit of being able to 
achieve a direct implementa- 
tion of the most advanced 
technologies instead of a 
slow evolution. 

Worldwide, the stage is set 
for one of the most impor- 
tant paradigm shifts of the 
times from pockets fuBaf 
printed paper to networked 
electronic money. 'All the 
elements are tn place: the 
technology, the security, the 
dear practical and economic 
benefits of smartcards: 

From all the trials that are 
now taking place, it is dear 
that there is a growing con- 
sumer willingness to accept 
this change and, with the 
European Parliament sched- 
uled to debate the introduc- 
tion of a euro smartcard. It 
seems that the political will 
is also in place. 

□ Maurtdo Fetid is the 
general manager of the 
smartcards business unit at 
STMicroe le c tr on i c s. 
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Smartcards can store wrfua and keep track ot how much money ig dcpoaKad and spent ap 

Strategic issue for banks 
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Fran previous page: 

Electronic Transaction stan- 
dard, from any computing 
device into which It is 
inserted. Titty will also be 
able to give the card-holder 
flraesp to their online bank- 
ing service from any com- 
puting device. 

Europe is leading the 
world in the adoption of 
smartcards for all purposes, 
not just for payment 
systems, hut lan Daffy, 
worldwide manager for pay- 
ments Systems at Motorola, 
who manufacture smart- 
cards. has a warning that 
"fraud w£Q always migrate 
to the least secure environ- 
ment.” 

Meanwhile, many observ- 
ers in the US think that 
smartcards are largely 
unnecessary, because they 
have an o nline system and 
low communications costs, 
but there is a danger that 
this will attract fraud that is 
prevented elsewhere. 

The cost of cards is not the 
only issue - the hanks havg 
a -strategic need to introduce 


smartcards, says Mr Duffy. 
"If the banks had waited for 
a business case for the auto- 
mated teller machine (ATM), 
there wouldn't be a payment 
card industry today. People 
need a banker, but they 
don’t need their buDdings. 

"The ATM was introduced 
as a convenience, hot it has 
become an inconvenience. 
Customers now want to get 
cash through their telephone 
or computer." 

It is the ability of The 
smartcard to store informa- 
tion securely that makes it 
so functional. "Financial 
institutions sea the potential 
of the smartcard to get 
closer to their customers.’' 
says Mr Michael Weigelt, 
worldwide general manager 
of smartcard solutions at 
IBM. 

"They have pushed people 
out from their 'temples of 
hanking' to the ATM and 
telephones. The smartcard 
can help companies 'build 
relationship’ and loyalty to 
get back into the mind of 
customers ■ 

Smartcard. functionality 


"could be as good as the 
notebook computer today 
and give access to the entire 
world population,* he adds. 

Jon Harbour, a senior con- 
sultant with Seme Group 
agrees: "The banks are 
under threat from new 
entrants such as Sains- 
bury'a. Tesco and Virgin. 
They approach banking 
products with a customer, 
service, and value-add mind 
set rather than the tradi- 
tional 'product focused' hank 
approach, which Is giving 
them inroads into the mar- 
ket They represent a serious 
threat to the banks over the 
coming years." 

The banks must respond, 
by releasing innovative prod- 
ucts that consumers want 
and improving service lev- 
els, adds Mr Harbour. 
“Smartcards .offer the poten- 
tial to deliver such products 
and wTO be useful to fight off 
the new entrants. However, 
to justify the migration to 
smartcards win require the 
banks to adapt their otbs* 
financial products’ - to 
embrace smartcards.” . 
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South Asian Software 


SPECIAL REPORT Wednesday July 1 1SSS 


Indian success 
is a model 
for the region 

The growth of India's software industries 
has fired the enthusiasm of neighbouring 
states such as Sri Lanka, Nepal, Pakistan and 
Bangladesh. Paul Taylor reports 


I ndia is emerging as the 
centre of a South Asian 
regional hub far of&hare 
software design and develop- 
ment work - and looks set to 
become an important part of 
the emerging global IT infra- 
structure. 

Over the past decade, 
India itself has been trans- 
formed into one of the main 
centres for software develop- 
ment work, boosted by 
domestic deregulation, entre- 
preneurial flair and the soar- 
ing global demand for low- 
cost, high-quality software 
and services. 

Today, In cities such as 
Bangalore, Bombay. Delhi 
and Madras a6 well as 
emerging centers such as 
Pune and Hyderabad, the 
leading US and European IT 
groups jostle to hire the 
brightest of India's best engi- 
neers emerging each year 
from the country’s premier 
universities and technology 
institutes. 

Now, flush with this 
renewed confidence, India’s 
leading Indigenous software 
companies are poised to take 
the next step towards becom- 
ing an important force in the 
global software and services 
industry in theft own right. 

The growth of the Indian 
software industry since the . 
late 1980s has been a remark- 
able success and has proved 
that, given the right frame- 
work. India can compete 
globally. As Ajay Malponi, 
an analyst with Bombay- 
based Caspian Securities 
notes: “The software indus- 


try has emerged: as India’s 
only globally competitive 
modem industry.’* 

This in turn has caught 
the attention of India’s 
regional neighbours and 
fired the imagination of local 
entrepreneurs who see the 
potential for replicating 
India's success. In Sri Tanka , 
far example, the government 
has eliminated import duties 
on IT hardware and software 
and offers incentives such as 
tax holidays to software 
start-ups. 

“India is considered a role 
model," says Dewang Mehta, 
executive director of India’s 
Delhi-based National Associ- 
ation of Software and Ser- 
vices Companies (Nasscom) 
and an enthusiastic sup- 
porter of regional software 
development 

“I think we have now 
made our mark in the world, 
and we have reached a posi- 
tion of strength. It is our 
duty and responsibility to 
share our experiences with 
our neighbours and then let 
them develop, on their own,” 
he said. 

Mr Mehta has already 
been called upon by govern- 
ment bodies and emerging 
trade associations in several 
neighbouring countries to 
advise them on the steps 
needed to help develop local 
industry. : 

Most of India's neighbours 
have, also been examining 
their educational and train- 
ing systems with, a view to 
expanding the awareness of 
IT. and. more specifically. 


boosting the numbers of 
available IT professionals. 

Some. Including Nepal, 
have also enacted tough new 
intellectual property and 
copyright laws aimed at 
deterring software piracy 
and easing the concerns of 
would-be investors. In Nepal, 
for example, the government 
passed new anti-piracy laws 
on the eve of the hand-over 
of Hong Kong after industry 
executives had warned that 
Nepal could face a flood of 
displaced pirates. 

It is still early days for 
most of India's neighbours, 
but already, a few pioneers 
have set up software busi- 
nesses in Sri Lanka, Pakis- 
tan and Bangladesh in par- 
ticular seeking to emulate 
the success of their Indian 
counterparts. The degree to 
which they succeed will 
depend upon a wide range of 
factors -many that have 
affected growth in India. 

However, there is little 
doubt that the demand 
exists. One of the main rea- 
sons for India’s software suc- 
cess Is that, faced with a 
growing shortage of software 
engineers in the west, hun- 
dreds of. companies have 
turned to India's computer 
software and services com- 
panies for the IT skills they 
need , to maintain and 
enhance their, competitive- 
ness. 

This skills shortage has 
been exacerbated by the 
Year 2000 computer date 
problem and the imminent 
launch of the euro in 



bxSan software exports compete not just in terms of price, but on the baste of qualty, Innovation and technical expertise 


Europe - both requiring 
massive conversion pro- 
grames in order to make 
existing IT systems and soft- 
ware compliant 
Meanwhile, many leading 
American IT companies have 
become big direct employers 
of Indian software profes- 
sionals - for example, about 
10 per cent of Microsoft's 
20,000 worldwide workforce 
is Indian. Other IT compa- 
nies including market lead- 
ers such as Texas Instru- 
ments, Motorola and Oracle 
have established “captive" 
research and development 
centres In India. 

A mong the most recent 
companies to set up 
research and develop- 
ment facilities in India are 
Microsoft itself, and Baan, 
the Netherlands-based Enter- 
prise Resource Planning soft- 
ware group, which have both 
set up new operations in 
Hyderabad. Meanwhile, 
Cisco, the US-based network- 
ing equipment market 
leader, has formed a partner- 
ship with HCL, India's lead- 
ing domestic IT group, and 
set up a new software devel- 
opment facility in Madras. 

Many other US and Euro- 
pean companies, including 
those in the financial ser- 


vices, manufacturing and 
utilities sectors, have begun 
to outsource their IT work to 
Indian companies offshore. 
These outsourcing contracts 
range from code mainte- 
nance and migration work 
through to designing and 
building new customised 
applications using the latest 
technologies and techniques. 

Most leading Indian soft- 
ware companies have 
already forged strong part- 
nerships with theft overseas 
and domestic customers. 
Many, such as Bombay- 
based Mastek, Infosys in 
Bangalore and Madras-based 
Pentafore Software, have set 
up software “factories" in 
several Indian cities to tap 
the local labour markets and 
have established sales offices 
and subsidiaries in the US 
and Europe. 

Some are now preparing to 
seek listings for theft over- 
seas subsidiaries in New 
York or London. 

For example, HCL now has 
operations in 18 countries 
and plans a Nasdaq flotation 
later this year to raise funds 
for overseas acquisitions as 
part of a strategic plan to 
turn the group into a $lbn 
software and services com- 
pany serving global clients. 
“There are very few com- 


panies who can offer these 
services globally," says Shiv 
Nadar, HCL's chairman. 

Other Indian entrepre- 
neurs have established com- 
puter services companies 
overseas, for example com- 
panies such as US-based 
Mastech and UK-based Gulf 
Computers have grown rap- 
idly by offering managed off- 
shore services to their west- 
ern clients. 

Such moves reflect the 
maturing of the Indian soft- 
ware industry and the grow- 
ing confidence of Its leading 
entrepreneurs that, even 
though Indian software 
exports still account for only 
a s mall fraction of the global 
$300bn-$400bn software mar- 
ket, they can compete not 
just in terms of price, but on 
the basis of quality, innova- 
tion and technical expertise. 

Companies such as Data- 
matics, HCL. Tata Consul- 
tancy Services. Wipro and 
Infosys Technologies believe 
they can compete on equal 
terms with the best product 
designers, project managers 
and software developers In 
the world. 

Today. Indian software 
companies sell their services 
to an expanding interna- 
tional customer list which 
includes Japanese. South 


Korean and south-east Asian 
clients as well as those from 
north America and Europe, 
on the basis of quality, speed 
and reliability, innovation 
and skills - as well as price. 

That this should have 
been achieved in a develop- 
ing country still struggling 
with a wide range of infra- 
structure problems and 
other obstacles is a remark- 
able achievement and testa- 
ment to the determination of 
the architects of India's soft- 
ware success story. 

“We feel very proud of our 
country and what the indus- 
try has achieved,” says Pra- 
deep Gupta, in charge of 
International Data Corpora- 
tion's New Delhi office. 

Reflecting this, India’s 
software development indus- 
try grew by SO per cent last 
year to $2.7bn Including 
$1.75bn of exports. Just six 
years ago, industry ship- 
ments totalled less than 
$400m, according to Nas- 
scom. 

Between 1991-92 and 
1996-97, the Indian industry' 
which now comprises more 
than 730 companies, grew at 
a compound rate of almost 
53 per cent, much faster 
than the worldwide industry 
as a whole. It now employs 
at least 160.000 people in 


India (a further 100,000 
Indian software engineers 
work overseas). 

India's success and Its 
ability to outshine rival off- 
shore software development 
centres including China, the 
Philippines and eastern 
Europe - at least for the 
time being - reflects a num- 
ber of factors. 

Its geographic position has 
given the sub-continent a 
time zone advantage with 
both Europe and the US, 
enabling local companies to 
exploit the rapidly expand- 
ing international market for 
outsourced software services 
including “remote mainte- 
nance”. Indian software 
engineers can fix bugs or 
upgrade systems overnight 
while theft users in western 
companies sleep. 

The region also has a bugs 
pool of relatively low-cost, 
technically qualified and 
English-speaking software 
professionals. In India, this 
pool of high skilled, ambi- 
tious but low-cost manpower 
has helped underpin the 
rapid growth of the industry 
- and particularly exports. 

An entry-level software 
programmer in India con 
expect to earn about 
Rsl 50.000 (S3, 550) to start 
with, rising to about Rslm 
(about $23,700) after 10 years 
-still low by international 
standards, but a respectable 
salary in Indian terms. As 
competition grows for the 
best graduates and engineers 
with experience, salaries are 
rising rapidly and attrition 
rates - the main problem for 
the industry - remain high. 

Offsetting wage inflation, 
Nasscom calculates that pro- 
ductivity is also rising rap- 
idly. from about $21,000 per 
engineer in 1992 to $45,000 by 
1996. As a result, India is 
still very cost-competitive. 

Nevertheless, most indus- 
try leaders acknowledge that 
India will face greater com- 
petition from even lower 
cost countries such as 
China. Reflecting this, many 
Indian software developers 
have begun to move up the 
software value-added chain , 
investing in research and 
building software compo- 
nents or complete packages. 

For these companies - and 
the young start-ups else- 
where in the region - the 
future still looks bright. 








.A bi-tcch factory staffed with over 2000 specially trained people, operating 
. 3000 workstations linked to two IBM 9672-R36S (with over 300 MIPS of 
processing power) and several UNIX and NT workstations. Sprawling over 
. 70.000 sq. fL, the factoiy boasts an amazing capacity to turn out up to two 
mil lion lines of software code everyday ! 

Add to that global satellite connectivity through frame relay and ISDN links • all 
under one roof in an ISO 9000 environment. Going beyond just solving the 
problem, the factory adds more value through additional services like migrating 
from unsupported language versions or web-enabling software. 

Aimed with the knowledge of sophisticated tools, the talent and technology to 
handle a wide range of platforms - be it IBM. DEC. HP or TANDEM - the 
factory is geared to take on projects of any size or complexity. 

With 59 offices worldwide and consulting experience in over 50 countries, at 
7CS, wc offer a trans-global work environment. Moreover, with 10.000 highly 
qualified professionals, and a fine repniation as Asia’s No. 1 information 
Technology consulting company, we make sure you get the right solutions. 
Promising speed, quality and confidentiality at every step. 

Our impressive list of clients include American Express. British Telecom. . 
Expert an, GPT, General Electric. Hitachi Group, IBM Corporation. 3i, Midland 
Bank. Mitsubishi. Nike, P&O NedUnyd, Royal Bank of Scotland, Scottish Life 
Assurance. Sun Life Assurance. Yorkshire Building Society, to name a few. 

For timetf stations, speakto Mr. Manoj Gotti at -eh TKS-Teknatoft SA, 47, 
Chemiu <P Eysins, 2nd Floor, 1260 Nyon, Switzerland. Tel: 041-22-3636200. Fax: 
041-22-3636290. E-mail: govcLmanojmsxh 


m 

Tata Consultancy Services 

Indian ingenuity* Globa! Impact 


• r 






II 





H 


1 

i 

c 

r 


p 
i r 
tl 
W 

a? 


£ 


o 

ft 

ar 

-f 

h 

■’I 

U 

lb- 

w 

n 

e: 

n.y 

o. 



India's leading Software State 
has only one thing to tell you. 

^fPe/cwiie 


Already established as India's most industrialised state. Maharashtra now prides 
itself of being the country's leading software centre as well A look at Lhe various 
software-related achievements developed by Maharashtra Industrial Development 
Corporation (MI DO. an organisation committed towards the complete 
industrialisation of the State. 

■ The Millennium Business Park. Navi Mumbai. One Million sq. ft. with the best of 
infrastructure. Preconstructed modules with customised design specification to suit 
individual needs. A dream destination for any software company. 

• Saatacruz Electronic Export Processing Zone (5EEPZ), Mumbai. Six lakh sq. ft. 
Asia's largest software technology park. Developed with a committment to boost 
India's electronic exports. 

• Additional SEEPZ Another six lakh sq. ft., developed to house the fast-growing 
fT industry 

• Software Technology Park. (Tala wade) Pune. An emerging software centre 
25 kms from Pune City with excellent facilities for training and back-office operations. 

• Balewadi. Pune. 10 kms from Pune city. Ideal for commercial operations. 

• VSNL satellite link-ups, structured cabling and data communication facilities, 
24-bour power and water supply and all other necessary infrastructure at all the 
above projects Several special packages customised to suit your requirements 
of growth. 

As you can see. the list of contributions from Mf DC to the IT industry is endless. 
But then, for us. this is just the beginning 



MIDC 

Maharashtra Industrial Development Corporation 

Udyug So rath i . Mahakali Caves Hoad. And hen (East). Mumbai - 400 093 
Tol .. 31-22-832 5451-54. 820 7800. 835 2916. 821 6978 
■ Fax. 91-22-822 1587 ■ E-Mail cea(g>midcindia.com 
Visit us at www.midcindia.com 



Wc are young, but it has noi 
deterred us from undertaking 
high quality IT assignments like 

• Distance education over the Net 

• Workflow automation for hospitals 

• Groupware forautomobile sector 

• ERP for financial sector 

• Integration with legacy systems 
SUM - your reliable IT partner in 

• Project execution 

• Product development 

• Consultancy 

• Training 

It was left for a few to create history 


India Office < Madras* 

120. G N Cteoj Road. T Magar. Madras. 

Pit 91 44 K20U7I Rn.-4S.W25 E-mail: spjdi^rrUlvaiLaef.m 
IL5 Office (Baton): 

PteTSI 276 1741 Fax&7H 369 3732 6-nail. srnmfMtaeVhataiailxorD 
Website snnsaftware.com 



Financial Times Surveys 


South Asian 
Software Development 

Separate section in today’s issue 
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India’s software 
export sector has 
enjoyed 
remarkable 
success since 
the mid-iadOs 

D riven by the 
demands of offshore 
clients for low-cost, 
high-quality products and 
services. India's software 
exporters have created one 
of the most dynamic sectors 
of the Indian economy and 
the engine of an emerging IT 
industry. 

India’s software exports 
have also become an impor- 
tant foreign exchange 
earner, a valuable source of 
new professional jobs and 
the model for success after 
the economic liberalisation 
set in train in the early 
1990s. 

Today, India's leading soft- 
ware developers undertake 
work for many of Silicon 
Valley’s biggest IT compa- 
nies as weO as a growing 
number of US. European and 
Asian multinationals who 
rely on Indian contractors to 
undertake development, 
maintenance and conversion 
work. 

India’s software entrepre- 
neurs have also begun to 
move up the value chain, 
winning contracts to do off- 
shore development work, 
designing products and 
investing in research and 
development to create intel- 
lectual property. 

For example. Madras- 
based Future Software is 
building highly sophisticated 
co mmuni cations and net- 
working components used 
by other software companies 
around the world in their 
own products. 

"We <tbe Indian software 
industry) need to put more 
money into research and 
development." says K V 
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Mahta; expects export r o venu as ot $4bn by the and of the decade 


and there are concerns about 
the possible impact of eco- 
nomic sanctions imposed 
after the recent nuclear 
tests, and delays in raising 
US visa quotas for Indian 
software professionals. 

But despite these doubts, 
most Indian software entre- 
preneurs insist it is “busi- 
ness as usual." As Dewang 
Mehta, executive director of 
the National Association of 
software and Services Com- 
panies (Nasscom) notes, all 
the main Indian political 
parties have acknowledged 
the importance of the IT sec- 
tor. 

This was underlined by 
the inclusion of IT in the 
current administration's 
five-point agenda, the 
exemption of the sector from 
the recently imposed special 
duties, and the formation of 
the National Task Force far 
IT and Software Develop- 
ment which is due to pro- 
duce a final report and (haft 
national IT policy by the end 
of next month. 

Even the domestic IT sec- 
tor is beginning to grow 
despite tight credit condi- 
tions. “The corporate PC 
market grew fry 3 or 4 per 


Ramani, chairman of Future. 

In another indication of 
the growing status of Indian 
software companies, New 
Delhi-based US Infotech was 
acquired by FI Cfroup. the 
UK-based computer services 
group, for £2Sm in Decem- 
ber. 

Several other Indian IT 
groups including Delhi-based 
HCL and Bangalore-based 
Infos ys Technologies, are 
poised to tap foreign equity 
markets reflecting their 
growing confidence and 
global growth ambitions. 

Meanwhile, Microsoft and 
pft n p , the Netherlands-based 
software group, are both 
building new software devel- 
opment facilities in Hydera- 
bad -India's fastest-growing 
IT centre. Baan, which plans 
to undertake almost half its 
worldwide R&D at its new 
In dian facility, has already 
employed 350 software engi- 
neers, a figure the group 
expects to increase to 1.200 
by year-end. 

Even India's current politi- 
cal and economic problems 
have failed to unsettle the 
Industry although the 
domestic IT sector is not 
growing as fast as expected 


cent last year but tee * 
tremendous growth in the 
frnww market," says Pradeep 

Gupta, in charge of market 
analysts International Data 
Corporation’s New Delhi 
office. He estimates that 
home PC sales now account 
far a fifth of the total 

Overall* PC sales grew to 

800.000 in 1997-98 from 

600.000 a year earlier, accord- 
ing to the Delhi-based manu- 
facturers’ Association for 
Information Technology 
(Mail). HCL and Wipro lead 
domestic PC sales, although 
they face a growing chal- 
lenge from leading imported 
brands including Compaq 
Computer, the world’s larg- 
est PC maker. 

However it is the remark- 
able success of the Indian 
software export sector since 
the mid-1980s which has cap- 
tured most attention. 
According to annual figures 
prepared by Nasscom, 
India’s software exports 
j umped from $1 -Ibn to 
$L75bn in the year to March 
31, pushing the overall value 
of India’s IT sector including 
domestic software and hard- 
ware sales to more than 
SSbn. 

Mr Mehta expects export 
revenues to be worth S2.7bn 
in the current year and to 
reach $4bn by the end of the 
decade. Overall, software 
exports have been growing 
by more than 55 per cent 
annually over the past five 
years and the pace of growth 
shows no signs of slacken- 
ing. 

According to the Nasscom, 
there are more than 550 com- 
panies in India involved in 
software exports (another 
180 small companies collec- 
tively account for revenues 
of less than RslOOrn). They 
are a diverse mixture of new 
start-ups, joint v e n t u re com- 
panies. foreign implants and 
spin-offs from some of 
India’s oldest and most well- 


established industrial 
groups. 

Together, these companies 
employ about 200X00 soft- 
ware engineers - the second 
or tbinMargest group of soft- 
ware professionals in the 
world, depending upon Rus- 
sia's ranking. 

As the Indian industry 
begins to mature, a dear top 
tier is beginning to emerge 
among the country's Indige- 
nous software development 
companies. The top 20 
exporters, which include 
companies such as Tala Con- 
sultancy Services. Wipro 
Infotech. NIPT, Pentafour 
and Infosys Technologies, 
now account for about 60 per 
cent of total exports. 

“The Indian software 
industry has been built on 
low-cost labour." says Mr 
Gupta. Most recently, he 
notes, there has been a lot of 
offshore contract work tor 
comp an ies wanting to over- 
come ter Year 2000 com- 
puter problems, or to 
migrate software from one 
platform to another. 

Most Indian software 
exporters still undertake 
contract work for ter over- 
seas clients. However, as 
customer confidence has 
grown the proportion of 
work undertaken fin 1 clients 
on-site has fallen from more 
thaw 90 per cent at the start 
of the decade to less than 00 
pa cent today. 

Most of the larger Indian 
companies are expand- 
ing their international pres- 
ence. setting up offices in 
the US, Europe and Asia. 
The immediate objective of 
overseas offices is to win 
new business and build 
closer relationships with off- 
shore clients. But Indian 
companies also see these 
offices, as further step 
towards their eventual goal 
- to become fully-fledged 
members of the global soft- 
ware industry. 
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REGIONAL FOCUS: PAKISTAN • By Far tran Bokhan in. Karachi 


Programmed for improvement 


The government 
is backing the 
sector, which has 
still to resolve 
key problems 

P akistan's decision to 
remove a 35 per cent 
Import duty on CD- 
Roms in its June budget, 
was a relief to Jehan Ara, a 
co-owner of Karachi’s 
Enabling Technologies soft- 
ware bouse. 

Her company had battled 
against some of the last ves- 
tiges of bureaucratic con- 
trols that continue to haunt 
many of Pakistan's emerging 
software businesses. 

Despite last year’s wide- 
ranging incentives, such as a 
seven-year tax break for soft- 
ware exporting companies, 
problems have persisted. 

For instance, a contract 
given to E nab l in g Technolo- 
gies to produce thousands of 
CD-Roms displaying some of 
Pakistan’s best known art- 
work ran in to trouble when 
the country’s customs 
authorities ruled that they 
could not be exempted from 


import duties. “We were told 
that the incentives by the 
government to remove 
duties applied to the actual 
software... and not the 
actual disk itself," says 
Jehan Ara. 

Other recent relaxations 
include the removal of a 10 
per cent import doty on com- 
puters. 

Changes in the budget 
have removed some of the 
last obstacles to the indus- 
try’s outlook, already bol- 
stered by earlier incentives. 

Last year, for example, 
Pakistan also allowed all 
software companies to qual- 
ify for export refinancing 
from the country's commer- 
cial banks, in addition to tax 
and duty changes. 

Pakistan's software indus- 
try. still in its infancy com- 
pared to that India, has a 
long way to go. Although no 
consolidated figures are 
available, industry estimates 
suggest that software worth 
between $25m-$30m was 
exported by the country's 55 
software bouses in the past 
12 months, a tiny fraction of 
India's exports of llbn. 

But the country boasts 


strengths such as the avail- 
ability of cheap labour 
which, according to some 
estimates, costs a fifth of 
that in the west, and a con- 
ducive policy environment. 

As Anwar Rodney Rah- 
man. secretary of Pakistan 
Software Houses Association 
(Pasha) explains: "I don’t 
think any industry has as 
much support from the gov- 
ernment as the software sec- 
tor." 

Prime minister Nawaz 
Sharif's government under 
pressure from western eco- 
nomic sanctions after Pakis- 
tan's first nuclear tests on 
May 28. says it plans to 
boost exports in the next 12 
months to meet the coun- 
try’s increasing foreign debt 
obligati (Has. 

Traditionally, almost 60 
per cent of export earnings 
have come from cotton 
products which are highly 
sensitive to seasonal trends. 

The government sees 
software as a means of 
earning valuable foreign 
exchange. 

The country’s economy is 
still suffering from the 
effects of last year’s 


recession. Some analysts say 
domestic demand for 
software may not grow as 
fast as the potential for 
exports, especially after the 
recent public sector 
austerity measures 
announced in the budget. 

Mr Adnan Kiledar, 
manager of operations and 
marketing at Karachi’s Atlas 
Information Technology 
says: “In the domestic 
market, pressures would 
grow and public and private 
sector spendings may suffer. 

"We have to focus on the 
export market to grow fest" 

But to make the 
transition, Pakistan needs to 
tackle some key problems. 
notably the shortage of 
trained programmers and its 
international marketing 
capability. 

Compared with India's 
estimates of more than 
50,000 programmers who 
graduate every year. 
Pakistan produces only 5,000 
programmers. 

But many see a change in 
trends. According to Pasha 
estimates, in the past year at 
least 22 new training 
programmes have been 


launched across the country. 
The association estimates 
ttaa t the number of 
graduates may double next 
year and? exports could rise 
to USoQm. 

Mr Rahman is convinced 
that business prospects will 
improve, with export 
opportunities linked to 
issues such as terfrifag the 
year 2000 bug and beyond. 
He says Pakistan's best bet 
lies in not just concentrating 
on the US but in paying 
more attention to the Far 
East and the Middle East. 

Others argue that unlike 
India, which has strong 
marketing networks to offer 
its products worldwide, 
Pakistan needs to promote 
its software overseas more 
aggressively. 

While Jehan Ara wants to 
see the government do more 
to promote Pakistani 
software, her advice to other 
businesses is simple. "Just a 
couple of trips overseas 
proves that people are 
willing to gave you business. 

“All it takes is to go to the 
right conference, make the 
right contacts and present 
the right prototypes." 
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REGIONAL FOCUS: SR LANKA * By Paul Taylor 


Sector poised for lift-off 


IT may be used 
to build the 
foundations of a 
prosperous new 
economy 

S ri Lanka’s embryonic 
Information technology 
and software develop- 
ment sector is poised for 
lift-off. Already, a handful of 
domestic software develop- 
ment companies in Colombo, 
the capital, have begun 
operations and the first for- 
eign investors have begun to 
arrive. 

The growth of the sector 
might have been faster had 
it not been for the relative 
shortage of skilled IT profes- 
sionals - something that 
government academics and 
industry’ are now addressing 
- and the debilitating effects 
of the bloody ethnic conflict 
waged by tbe Liberation 
Tigers of Tamil Eelam 
(LTTE) for a Tamil “home- 
land" which has claimed 
more than 50,000 lives over 
the past 15 years. 

But despite this there is 
growing confidence in gov- 
ernment and among Indus- 
try executives that Sri 
Lanka, which also has many 
advantages including a high 
quality English-speaking 
workforce and sophisticated 
telecommunications infra, 
structure, can emulate the 
success of its giant neigh- 


bour to tbe north -India. 

“We believe we can make 
IT a strategic industry for 
Sri Lanka,” says Professor V 
K Samaranyake. chairman of 
the Council for Information 
Technology and tbe vision- 
ary behind the nation's IT 
dream. 

Other academics have also 
helped shape the birth of the 
Sr) Lanka IT industry, 
among them, S Dharmava- 
sam. a University College of 
London academic and man- 
aging director of Kingslake 
Engineering Systems, which 
was set up in 1993 and is one 
of tbe country’s pioneering 
software development and 
computer services group. 

Kingslake, which also 
operates a UK-based consult- 
ing and project management 
business for international 
software development pro- 
jects, is mainly focused on 
the Sri Lanka domestic IT 
market where it provides 
consulting, systems integra- 
tion and training services 
based around a core set of 
imported software packages 
and products including 
Symlx. au enterprise 
resource planning package 
used widely by manufactur- 
ers In Sri Lanka, and Psion’s 
machines. 

“We set up here to Intro- 
duce new technology to Sri 
Lanka,” Mr Dharmavasam 
says. 

Today. Kingslake employs 
50 people in the country and 


expects to double its size 
this year partly by boosting 
its offshore business. "If we 
had to depend on just tbe 
local market it would con- 
strain our growth,” says Mr 
Dharmavasam. “We have to 
think of ourselves as a 
global player but I also think 
it Is crucial to be in tbe local 
market” 

Aside from the relatively 
low wage costs -a graduate 
recruit will typically be paid 
about $500 a month - Sri 
Lanka’s environment, infra- 
structure and deregulated 
economy are also attrac- 
tions. The country has three 
competing telecoms groups, 
four cellular network opera- 
tors and 10 Internet service 
providers serving a popula- 
tion of just J.&5UL 

Nevertheless, local soft- 
ware developers acknowl- 
edge that there are still prob- 
lems. “We don’t have the 
credibility yet that India 
has," says Chris P&rakrama 
of BC Computers, another 
leading domestic IT group. 
As a result, less than 10 per 
cent of the group’s revenues 
are derived from overseas. 
But other companies such as 
DMS Software Engineering 
are trying to boost exports. 

“This year. 50 per cent of 
our revenues will be exter- 
nal,” says K Ramathas, gen- 
eral manager of DMS which 
is targeting the Middle Bast 
market in particular. 

Similarly, Millennium, a 


high profile local start-up 
backed by venture capital 
fluids has designed and 
Installed a state-of-the-art 
trading system for the Col- 
ombo Stock Exchange and 
has sold the same system to 
exchanges in Croatia and 
Mauritius 

Infomatics, which was 
founded in 1983 and is one of 
the oldest IT groups in the 
country, has taken another 
approach. Aside from its 
extensive domestic systems 
integration and training 
operations - Infomatics’ 
Institute of Computer 
Studies is linked with Man- 
chester Metropolitan Univer- 
sity in the UK- the group 
has also set up a 5030 joint 
venture with IFS, the Swed- 
ish technology group. 

Industrial and Financial 
Systems has been set up as 
an export-only software 
developer providing services 
to customers in 20 overseas 
countries. "Our objective is 
to grow that business to 500 
programmers,” says G am ini 
Wl dcramHainghp 1 Infamatte s’ 
m a n aging director. "We are 
looking for other joint ven- 
ture opportunities. " 

Sri Lanka has also begun 
to attract direct foreign 
investment In tbe software 
development industry. For ' 
example. Datika Interna- 
tional. a Belgium IT special- 
ist and part of the Mttska 
Group, set up Ecode Lanka 
Software four years ago. 



Prof V K S ama r an yake; *W© 
beSern we can make IT a 
strategic industry tor Sri Lanka’ 

“We foresaw the increas- 
ing demand for software 
development in Europe due 
to the Year 2000 problem and 
the introduction of tbe Euro- 
pean single currency sys- 
tem,'’ says John Brtilon. 
managing director. 

Other foreign investors 
inclade JBA Holdings, the 
UK-based business software 
group, which acquired a soft- 
ware development business 
in Colombo last year and 
plans to grow this to include 
300 people over the next 
three years. 

If Sri Lanka's IT strategy 
is successful these could be 
the first of an India -style 
flood erf foreign investments. 
This year has been declared 
Sri Lanka’s "Year of IT" and 
the government clearly 
hopes that if it can finally 
secure a lasting peace, it can 
then use IT to build the 
foundations of a prosperous 
new economy. 
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SOUTH ASIAN SOFTWARE 


More widely available 
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The region has 
been able to 
overcome early 
disadvantages in 
marketing 

A cademic communities 
in Sooth Asia have 
had access to the 
Internet for many years but 
the growth of private Inde- 
pendent Service Providers is 
makin g ft more widely avail- 
able to the public and small 
businesses. 

India and Pakistan have 
been offering connections to 
the Internet since 1992-1998, 
and they have recently been 
Joined by Sri t and Ban- 
gladesh. The widespread pro- 
vision of free e-mail 
addresses means that any- 
body with access to the web 
is now able to communicate 
with the world. 

As usage grows, it is 
becoming clear that the 
Internet is starting to pro- 
vide many benefits to the 
region, as well as the west 
One of the main advan- 
tages to the west is that 
small and medium-sized 
enterprises are given ease of 
access to offshore software 
development. 

In the early days to use 
the region's software devel- 
opment industry western 
companies had to have dedi- 
cated point-to-point commu- 
nications Itnlra 
The annual costs of nearly 
$100,000 for a dedicated line 
meant that the benefits of 
outsourcing abroad could 
only be gained by big organi- 
sations with substantial pro- 
jects. 

The Internet's advantages 
in communicating cheaply 
across international bound- 
aries and the shift in busi- 
ness IT towards client-server 
architecture has led to the 
appearance of smaller spe- 
cialist companies, many of 
whom are specialising in 
small projects. 

One such company, Rave 


Mb^sotaareaqpits 



Technologies based in the 
UK and India, was formed 
four years ago to focus pri- 
marily on amah companies. 

Simon Denis on-Smith, 
managing director, empha- 
sises that while much of 
their international work is 
for large companies, nearly 
% per cent of it in the UK is 
for small s oftwa re houses. 

These companies, with 
mostly small projects, have 
been unable to benefit from 
outsourcing to south Asia 
due to the large communica- 
tions and monitoring over- 
heads. 

The Internet forms a large 
part in Rave Technology's 
operation, and with the 
development of Net CASE, a 
Java-based product, clients 
are able to securely publish 
and change data models 
which are instantly available 
to the developers in Bombay. 
Using the Internet from their 
desks, clients ai«n moni- 
tor the progress of projects, 
and even view actual time- 
sheets. 

With this approach, pro- 
jects of only one to two 
years can benefit from out- 
sourcing. 

While countries in south 
Asia excel technically, they 
are often considered to be let 
down by poor marketing 
due. in many cases, to the 
lack of access to current 
market data and marketing 
opportunities. With the enor- 
mous amount of information 


available on the World Wide 
Web, software development 
companies in south Asia are 
using the Internet for mar- 
ket research. 

By monitoring job vacan- 
cies on company websites 
and electronic trade publica- 
tions, they are able to keep 
an eye on business develop- 
ments and thus target cli- 
ents more effectively. 

Small companies and 
would-be entrepreneurs in 
south Asia with access to 
the Internet and an e-mail 
address have also discovered 
the benefits of Internet pro- 
motion by monitoring and 
contributing to business and 
industry newsgroups. 

This brings them to the 
attention of a wider poten- 
tial client audience. The 
widespread availability of 
industry e-mail lists Is giv- 
ing many small companies 
the potential to execute 
large marketing campaigns, 
without incurring any of the 
traditional costs. 

The Internet is also provid- 
ing an excellent opportunity 
for small companies and 
lesser developed countries, 
such as Pakistan, Bangla- 
desh. and Sri Lanka, to 
make up far their late entry 
in to the offshore software 
industry. 

Dr Safwan Shah, president 
of the Pakistan Profession- 
als. Engineers. Scientists 
Network In America believes 
the Internet “is serving as a 


driver for cohesiveness and 
increased awareness” of the 
Pakistani software industry 
and is leading to many new 
Pakistani-American ven- 
tures. 

The early entrants to the 
offshore development indus- 
try faced large barriers to 
entry. However Internet 
technologies and the global 
shortage of Internet skills 
are reducing the barriers 
considerably and provide an 
excellent market for small 
and newer companies. 

With many quality sources 
of free information, training 
materia] and development 
tools available on the Net, 
small south Asian compa- 
nies are finding that they 
can rapidly learn key Inter- 
net skills, without having to 
buy expensive books, hard- 
ware or software. The wide- 
spread use of the Internet in 
schools and universities In 
south Asia is now leading 
many students to do just 
this. 

As the offshore software 
development industry devel- 
ops, strong growth is likely 
to come from small compa- 
nies providing specialist 

afcflla. 

It is already becoming 
apparent in Tnrifn and Pakis- 
tan that many young profes- 
sionals with experience of 
providing development aidite 
to the west are setting up 
their own small specialist 
companies providing Inter- 
net-related akill a 
The current lack of Inter- 
net development skills in the 
west means that even a 
straightforward HTML 
(HyperText Markup Lan- 
guage) coder can demand 
$1,500 a week. A search on 
the Internet will reveal 
many small four- or five-per- 
son companies in Pakistan 
and India which are supply- 
ing them and more technical 
skills at a fraction of the 
cost 

Some of these companies 
charge as little as $5 an hour 
for a skilled programmer. 

a. 


IT industries may suffer 




Pakistan and 
India will feelthe 
effects of Asia's 
economic crisis 
and sanctions 

T he Indian and Paki- 
stani economies have 
both suffered recently 
from the effects of the Asian 
economic crisis and interna- 
tional reaction to the recent 
nuclear tests. 

The resultant slowdown in 
economic growth and their 
weakened currencies is 
likely to hit local IT indus- 
tries as local governments 
and businesses cut back on 
IT expenditure. 

Ihe Indian software export 
industry is monitoring the 


situation but is quietly confi- 
dent it will escape any 
adverse effects because of 
the many western organisa- 
tions that are benefiting 
from the strategic advan- 
tages of outsourcing to 
India. 

After initial concern about 
the events in the region, the 
confidence of western clients 
is returning, as details of the 
sanctions against India and 
Pakistan become clear. 

In the short term, cur- 
rency devaluation has cre- 
ated an unexpected bonus 
for software exporters, par- 
ticularly those companies 
which have been working on 
fixed-cost contracts. 

The rupee’s fall has led to 
unexpectedly larger profit 
margins and with salaries in 


the industry rising by up to 
25 per cent a year, the deval- 
uation has also gone a long 
way to Improve the cost 
advantages of outsourcing to 
the region. 

The Indian government, 
which has realised the 
importance of the software 
industry to the economy, has 
published several new initia- 
tives to help the industry. 
The recent Indian budget 
allowing “dollar stock option 
to employees of Indian soft- 
ware companies” is hailed 
by Dewang Mehta, chief 
executive of Nasccom. as a 
means of encouraging more 
companies to produce off- 
shore software and restrict- 
ing the brain drain to the 
west 

In the budget the govern- 
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merit also announced that it 
wished to expedite farther 
privatisation of VSNL, the 
Indian international telecom- 
muni cations agency. The 
move is likely to result in 
greater Infrastructure devel- 
opments of higher band- 
width telecommunication, as 
well as more private partici- 
pation in the telecoms indus- 
try. 

While India's economy is 
more than capable of absorb- 
ing the impact of interna 
tional sanctions, the picture 
is markedly different for 
Pakistan. 

The development of the 
fledgling software export 
industry tn Pakistan bag 
probably the most to worry 
about in the light of recent 
events. With Pakistan hav- 
ing most to lose from sanc- 
tions, the imposition of a 
ban on private lending to the 
government and curbs on 
some credits and guarantees 
is likely to hinder the devel- 
opment of the communica 
tions infrastructure it 
requires to compete on a 
global stage. 

The recent Pakistani bud- 
get has introduced measures 
to help the industry, most 
notably the withdrawal of 
excise duty on Internet users 
as well as personal comput- 
ers and CD-Rams. 

Pakistan Is trying to 
encourage more foreign com- 
panies to invest in the soft- 
ware industry by giving tax 
holidays and other incen- 
tives. 

However, the recent state 
of emergency and the freez- 
ing of foreign currency 
accounts, combined with the 
alleged harassment and sub- 
sequent house arrest of 35 
foreign workers and their 
familie s, at the Hub Power 
Company, is likely to make 
investors very cautious. 

With India's large skilled 
manpower and the presence 
of many medium-sized com- 
panies offering offshore soft- 
ware development services, 
t he economic situation offers 
lucrative opportunities to 
western software companies 


wishing to enter the offshore 
development industry. 

As the whole of Asia con- 
tinues to suffer from the eco- 
nomic downturn, software 
export industries tn Malay- 
sia, Singapore and Thailand 
are becoming increasingly 
co mpe t itiv e and attracti v e to 
western companies. 

India is unlikely to lose 
out In the current situation 
but these countries may find 
unexpected growth If rela- 
tions between India and 
Pakistan worsen. And with 
China starting to make head- 
way in the international 
software export industry, 
India may well find more 
competition In the future. 
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Navi Mumbai - just across 


the harbour of Mumbai 


the financial capital of India 



Navi Mumbai’s digital arcade to 
the Global Village of tomorrow. 

International Infotech Park (IIP), a futuristic technological 
village spread over 80 acres in Navi Mumbai- one of the world's 
largest well-planned metro city. Just half an hour away from the 
financial capital of India, IIP invites the digitaritis, the 
cyberpreneurs and the electronic czars of the world to set up one 
of the most competitive Silicon Valleys this side of the Himalayas. 

Main features of International Infotech Park. 


• Office of Director - Software 
Technology Parks of India (STPI) t 
Department of Electronics ,Govt. of 
India, to ensure faster governmental 
clearances and approvals. 

■ 64 kbps-2 Mbps Satellite Earth 
Station. 

• Uninterrupted stable power 




supply. 

* ISDN services with voice, data, 
video conferencing, E-mail and Fax. 

* Adequate skilled manpower 
available in Navi Mumbai 

* Shopping Plaza, restaurants, 
business centres, health dub within 
the complex. 



For more information, 
contact Mr. S. S. Thalcar 
General Ma 
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OFFSHORE SOFTWARE SUPPLIES • By Nitin Rajyaguru 


Where quality is the key 
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India led the way but now smaller 
regional operators such as Sri Lanka 
and Pakistan are beginning to appear 
in the global marketplace 


T oday's management 
gurus and consultants 
tell us that if organisa- 
tions are to survive they 
must adapt, re-engineer, con- 
centrate on their key compe- 
tencies and be lean. Oat and 
flexible. 

Unfortunately when it 
comes to the budgeting and 
planning of IT management 
to achieve these goals, the 
only certainty is that noth- 
ing is certain. 

Organisations have often 
been eager to outsource IT to 
reduce uncertainty, opera- 
tional difficulties and their 
costs. While this leads to 
leaner organisations, the evi- 
dence shows that all to often 
severe difficulties arise when 
IT strategies are altered. In 
outsourcing IT. organisa- 
tions often relinquish the 
strategic IT flexibility of 
reacting rapidly to the 


changing business environ- 
ment 

With the many strategic 
disadvantages from tradi- 
tional outsourcing becoming 
apparent, organisations are 
realising the need to re-eval- 
uate IT management prac- 
tices. 

A review of effective prac- 
tices shows the evolution of 
a new model of IT manage- 
ment This involves a core of 
highly trained and business 
focused In -bouse staff who 
selectively outsource non- 
strategic areas and insource 
specialist skills as and when 
required. 

The trend towards -selec- 
tive’' and “smart” sourcing 
is leading many organisa- 
tions to evaluate the use of 
the offshore software indus- 
try to help provide solutions 
to their problems. 

While offshore software 


services have been around 
for many years, western 
organisations have always 
been cautious, regarding 
them in the same way that 
Japanese manufacturing was 
viewed in the 1960s and 
1970s. This may have bad 
some justification, in the 
early days but it certainly 
does not any more. 

Hie Indian software indus- 
try. In particular, has done 
much in the past 10 years to 
reduce the gap between 
western perception, and the 
reality. It has proved 
through its growth and 
record that services provided 
by South Asia are as good 
as. if not better, than the 
west 

Early users of the offshore 
software industry were ini- 
tially attracted by the wide 
availability of skilled labour 
at low costs. This initial use 
of offshore services in the 
form of -body shopping” has 
had a profound impact on 
the development of the off- 
shore software industry. 

Body shopping provided 


Step into the 

next century. 


With ease. 


Comprehensive solutions from Satyam for the 
Year 2000 and Euro Conversion Project Cycles. 

The next millennium is widely anticipated for the 
changes it will bring forth in the field of Information 
Technology. But, there are a few hurdles to overcome, 
especially the Year 2 000 and the Euro currency 
transition problems. 

In the context of the date change problem, the complex 
transition from 99 to 00 is made easy by Satyam's SOS 
2000. The SmartChange Factory , a dedicated facility 
for Year 2000 projects is currently handling 30 
multinational clients and over 200 million lines of code. 
Satyam, with its comprehensive Y2K Testing 
Services, provides customized solutions to test both 
pre and post Year 2000 processes. 

Satyam's Euro group offers both functional and 
technological guidance to its customers, providing 
solutions that combine expertise, tools and 
corroborated methodologies. 

For over a decade. Satyam has been providing IS 
solutions to major international corporations. Helping 
them achieve quality, cost and technology objectives. 
With six development facilities, a dedicated 
dale/voiceArldeo network, Satyam is equipped to meet 
the most exacting IS requirements. 

So. however complex your conversion projects. Satyam 
can provide the competitive advantage. All you have to 
do Is place a call to Shankar, and ensure a smooth 
transition. 
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foreign personnel and their 
organisations with valuable 
experience and skills on how 
the IT industry worked in 
the west. But as govern- 
ments In the west have 
tightened visa restrictions 
for foreign workers, offshore 
service providers have had 
to develop their organisa- 
tions, methodologies and 
infrastructure to deal 
remotely with clients in the 
west 

Western organisations are 
now beginning to realise 
that as well as cost benefits, 
offshore service providers 
can supply quality, flexibil- 
ity, key skills and. more 
importantly, they can pro- 
duce software on tune and 
budget 

The Indian industry, 
undoubtedly the leader in 
providing offshore services, 
has learnt that quality is the 
key to successful interna- 
tional management and 
delivery of IT projects. Large 
Indian software bouses have 
quality systems which meet 
international standards, 
many of which are far supe- 
rior to their western coun- 
terparts. 

Most companies which 
have used Indian software 
houses have been impressed 
with the high quality and 
productivity of Indian soft- 
ware professionals, all of 
whom are highly educated 
and commercially trained. 

The advantages of the 
Indian industry and its per- 
sonnel enable western com- 


panies to strategic 

IT management control in 
house and have access to 
specialist technical skills. 

The use of internationally 
accepted standard methodol- 
ogies, tools and techniques 
means clients can specify 
their requirements, and the 
suppliers can use these to 
manufacture the code. The 
use of fixed-contract fees by 
Indian companies overcomes 
many of the problems that 
occur when projects run 
over budget and over time. 

Organisations wishing to 
evaluate offshore software 
development often start by 
outsourcing non-critical 
applications. 

Many companies have out- 
sourced well documented 
and tested applications soft- 
ware which needs to be 
made millennium and Emu 
compliant. 

Almost all those who have 
do ne so have discovered that 
compared to the west, not 
only can they obtain applica- 
tions compliant quickly but 
they can also have them 
cross-developed on to cur- 
rent hardware and software 
platforms without incurring 
extra costs. This has led 
many organisations to 
undertake further outsourc- 
ing abroad. 

The maturity and growing 
sophistication of the techni- 
cal Indian software industry 
was highlighted last year 
when Bill Gates stated that 
“India is likely to be the next 
software superpower” at the 
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World Economic Forum in 
Davos, Switzerland. This 
acknowledgement is leading 
many outsourcing compa- 
nies in the west to regularly 
subcontract work for their 
western clients to specialist 
software houses or their sub- 
sidiaries in India. 

The development of off- 
shore services has meant 
that while most operators 
are interested in large pro- 
jects, notably those over 10- 
man years, an Increasing 
Dumber of smaller specialist 
offshore software service 
providers are concentrating 
on smaller projects. 

As a result, small- and 
medium-size enterprises 
also benefit from offshore 
services. This has been 
fuelled by the growth and 
effective use of the Internet 
in South Asia While India 
led the way to western 
acceptance and use of off- 
shore services, smaller 
regional operators such as 
Sri Lanka and Pakistan are 
beginning to appear in the 
global marketplace. 

Informatics (Pvt) in Sri 
r-anfoi has worked for sev- 
eral overseas clients, includ- 


ing British Airways, Toys R 
Us. and Esso as _weD as sev- 
eral British health authori- 
ties. 

The Pakistani government 
has recently instigated ini- 
tiatives to try to emulate 
India's success. The setting 
up of the Pakistan Software 
Export Board now means 
that a central body can co- 
ordinate the countries 
resources in a coherent and 
focused way. 

Feraz Hoodhboy, a US- 
based Pakistani IT industry 
watcher, applauds the recent 
setting up of the Action 
Learning Centres of Excel- 
lence as an Initiative which 
will produce “brick-laying 
programmers”. 

While Pakistan has a long 
way to go to match India’s 
capabilities and experience, 
some Pakistani companies 
are starting to make then- 
name in the international 
arena. 

Mr Hoodhboy cites Cresoft 
as an excellent example of a 
Pakistani company which 
was formed in 1993 and 
which has executed several 
large scale RDBMS projects 
for clients in the US, most 


notably Time Warner's tele- 
phone customer service cen- 
tre. 

While Pakistan and Sri 
Lanka may cot be as sophis- 
ticated o<- as large as the 
Indian Industry, they are 
cheaper and are starting to 
attract attention, particu- 
larly due to the efforts of the 
expatriate communities in 
the US and Europe 

The growth and sophisti- 
cation of the international 
offshore software develop- 
ment market now offers 
many strategic options and 
benefits to western organisa- 
tions. both large and small. 

Traditional western soft- 
ware houses therefore need - 
to re-evaluate their business 
models to see how they too 
can participate in the off- 
shore software services 
industry and so evolve in an 
ever Chang in g nnd imfpr tain 

industry. 

O The author. Nitin Rajya- 
guru. (e-mail: nitin- ■ 

rajf&aoLcom) is a lecturer in 
Information Technology at 
Coleg Gian Hafren. Cardiff. 
Be has monitored develop- 
ment of software and services 
in South Asia for 10 years. 


India's expanding FT and software markets 
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HUMAN RESOURCES IN THE SOFTWARE INDUSTRY • By Krishna Guha in Bombay 

Partial solution to old problem 
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Indian companies 
competing for 
world-class talent 
have a fresh lure 
for recruitment 

T his year’s budget gave 
India's software indus- 
try a special present 
- the right to issue employee 
stock options linked to dol- 
lar-denominated securities. 
Hus privilege - granted only 
to software companies - of- 
fers a partial solution to an 
old problem: How does a 
globally competitive indus- 
try in a third world country 
I compete for world-class tal- 
! ent? 

1 “Our software companies 
operate in a highly competi- 
tive global market and the 
skilled professionals working 
in these companies have 
attractive opportunities 
abroad,” says Yashwant 
Sixths, finance minister. 

Dollar-listed stock options 
will allow Indian companies 
to devise “flexible systems of 
incentives to retain their 
human resources,” he says. 

Software executives wel- 
come the plan. "Allowing 
dollar denominated stock 
options is a great step,” says 
Narayan Murthy. chief exec- 
utive of Infos ys Technolo- 
gies. He says the scheme 
could help India's software 
companies “move to the next 
orbit and attract high qual- 
ity customers, employees 
and investors on a global 
scale.” 

Dollar-denominated stock 
options may also encourage 
Indian software executives 
living abroad to return to 
their native country in 
senior management posi- 
tions - taking most of their 
pay in stock. This would pro- 
vide an infusion of expertise, 
and compensate for the loss 
of experienced Indian pro- 
grammers to companies 
abroau. 

But Mr Murthy says the 
initiative will only produce 
dividends if software compa- 
nies are given a relatively 
free band to issue securities 
abroad and tailor their stock 
| option schemes to suit par- 
| ticular needs. This is the 
great unknown. 

To date. India's finance 
ministry has only stated that 
companies will be able to 
issue options up to 10 per 
cent of their listed capital, at 
a discount of up to 10 per 
cent of the market price at 
the time they are granted. 

Nonetheless, software 
executives hope stack 
options will help reduce 


wage inflation and attrition 
rates - universally acknowl- 
edged as severe problems for 
the industry. 

“Any software company 
that tells you they have a 
single-digit attrition rate 
[each year] is lying,” says 
> Prakash Desai. senior dlrec- 
■ tor at Parametric Computer- 
vision. 

Mr Desai says high staff 
. turnover damages the repu- 
tation of Indian software 
companies and hinders com- 
panies from building up a 
loyal list of clients. “It is the 
number one problem - all of 
us are trying to find solu- 
tions.” 

Many companies, looking 
to the US. for example, see 
stock options as the way for- 
ward. But some executives 
caution that they may not 
suit everyone. 

A large number of Indian 
software companies are 
either privately owned, or 
are joint ventures with care- 
fully prescribed ownership 
shares. Issuing stock options 
could upset the balance of 
ownership. 

“We are looking for alter- 
native ways to reward 
employees,” says Kiran 
Deshpande, chief executive 
of joint venture Mahindra 
British Telecom. His com- 
pany is considering bonus 
schemes which mimic share 
options. “You need a sense 
of ownership and a share of 
profits,” said Mr Deshpande. 
“Stock options are not the 
only tools to do it.” 

Executives agree that new 
methods of payment aloue 
are not enough. They must 
be accompanied with better 
human resource manage- 
ment if India's software 
industry is to keep its best 
staff. 

“The human resource i 
function is very important,” 
said Mr Deshpande. Here 
too, Indian companies are 
seeking to draw on Interna- 
tional best practice. MBT 
employs HR professionals, 
but also sends its project 
leaders on training courses 
to improve skills. 

“Human resources is not 
simply a department - it is 
career planning, recruitment 
processes, personnel man- 
agement and appraisal,” 
says Mr Deshpande. 

Executives can reduce 
attrition rates by making 
sure all their employees feel 
they are stretched (and 
learning skills to improve 
their marketability) and feel 
at home in the company, he 
says. This helps hold down 
attrition and wage inflation 
independent of option 


schemes. Many Indian soft- 
ware companies are doing 
away with traditional hierar- 
chies and instead work in 
project groups, with more 
feed-back from staff. Life- 
style factors matter, too. 

Software companies try to 
locale in cities which offer a 
high quality of life as a far- 
ther incentive to their 
employees to stay put. 

This in turn, is emerging 

as an important competitive 
tool in the battle between 
rival software centres to 
attract big investors. Within 
India at least. Bangalore is 
as famous far its pubs as for 


the software programmers 
who fill them at closing 
time. 

However, all software 
executives know that their 
efforts are in vain if the tele- 
phone rings with the offer of 
a job in California - every 
Indian software worker’s 
dream. “You can't pay US 
salaries here,” says Mr 
Desai. “They are eight or 10 
times higher.” 

Executives privately doubt 
this will change soon, even 
with dollar- linked stock 
options. At best, they will tie 
down employees for limited 
periods. 


Shrewd executives say it is 
important to recognise that 
losing stall is part of life in 
the software indus- 
try - much as it is in the 
securities industry world- 
wide. The important thing is 
to manage the departure pro- 
cess - making sure that 
poached staff do not cut and 
run. 

This in turn means 
encouraging employees to 
confide in their superiors 
when the fatal phone call or 
e-mail arrivesJVIr Desai says: 
“We say to our staff - tell us. 
finish your project, and 
leave on good terms.” 
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If you xre In search of a reliable software solutions partner, consider DSQ Europe Pic. 
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